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*RUWRQ DQG +XDQJ +5334, DUJXH WKDW SULYDWH FRDOLWLRQV RI EDQNV FDQ DFW DV FHQWUDO EDQNV/ LVVXLQJ
SULYDWH PRQH\ DQG SURYLGLQJ GHSRVLW LQVXUDQFH GXULQJ WLPHV RI SDQLF1 7KLV OHQGHU0RI0ODVW0UHVRUW
UROH GHSHQGV XSRQ EDQNLQJ SDQLFV RFFXUULQJ/ EHFDXVH WKH WKUHDW RI OLTXLGDWLRQ PDNHV WKH SULYDWH
EDQN FRDOLWLRQ LQFHQWLYH FRPSDWLEOH/ LQGXFLQJ EDQNV WR PRQLWRU HDFK RWKHU1 %XW/ GHVSLWH WKH
HYROXWLRQ RI SULYDWH EDQN FRDOLWLRQV/ JRYHUQPHQW FHQWUDO EDQNV DQG JRYHUQPHQW GHSRVLW LQVXUDQFH
VFKHPHV KLVWRULFDOO\ UHSODFHG WKH SULYDWH EDQN FRDOLWLRQV1 ,Q WKLV SDSHU ZH DVN ZK\ WKLV WUDQVLWLRQ
IURP SULYDWH DUUDQJHPHQWV WR SXEOLF DUUDQJHPHQWV RFFXUUHG1 :H VXUYH\ WKH KLVWRULFDO DQG
LQWHUQDWLRQDO HYLGHQFH RQ SDQLFV/ VXJJHVWLQJ WKDW *RUWRQ DQG +XDQJ +5334, DUH FRQVLVWHQW ZLWK WKH
HYLGHQFH1 7KHQ/ ZH H[WHQG *RUWRQ DQG +XDQJ +5334, WR VKRZ WKH ZHOIDUH LPSURYHPHQW EURXJKW
DERXW E\ D JRYHUQPHQW FHQWUDO EDQN UHSODFLQJ SULYDWH EDQN FRDOLWLRQV DV OHQGHU0RI0ODVW0UHVRUW1 ,Q
SDUWLFXODU/ SDQLFV/ ZKLOH QHFHVVDU\ IRU SULYDWH FRDOLWLRQV WR IXQFWLRQ/ DUH FRVWO\ EHFDXVH WKH\ GLVUXSW
WKH XVH RI EDQN GHSRVLWV DV D PHGLXP RI H[FKDQJH1 :LWK JRYHUQPHQW GHSRVLW LQVXUDQFH/ SDQLFV GR
QRW RFFXU/ EXW WKH JRYHUQPHQW PXVW PRQLWRU EDQNV1 6XFK PRQLWRULQJ E\ WKH JRYHUQPHQW LV QRW DV
HIIHFWLYH DV SULYDWH EDQN FRDOLWLRQV1 :H SURYLGH FRQGLWLRQV XQGHU ZKLFK WKH JRYHUQPHQW FDQ DYRLG
WKH FRVWV DVVRFLDWHG ZLWK SDQLFV E\ LPSOHPHQWLQJ GHSRVLW LQVXUDQFH DQG WKHUHE\ UDLVH VRFLDO
ZHOIDUH14
,1 ,QWURGXFWLRQ
&HQWUDO EDQNLQJ LV D WZHQWLHWK FHQWXU\ SKHQRPHQRQ1 $FFRUGLQJ WR &DSLH +4<<:,/ WKHUH ZHUH RQO\
HLJKWHHQ FHQWUDO EDQNV DW WKH EHJLQQLQJ RI WKH 53
WK FHQWXU\1 %\ 4<83 WKHUH ZHUH 8< FHQWUDO EDQNV
DQG E\ 4<<3 WKHUH ZHUH 4941 $W WKH EHJLQQLQJ RI WKH 53
WK FHQWXU\/ WKH 8161 )HGHUDO 5HVHUYH
6\VWHP ZDV QRW \HW HVWDEOLVKHG> WKLV ZRXOG RFFXU LQ 4<471 7KH %DQN RI &DQDGD FDPH LQWR EHLQJ
DIWHU WKH *UHDW ’HSUHVVLRQ/ LQ 4<671 3ULRU WR WKH 53
WK FHQWXU\ FHQWUDO EDQNV ZHUH HVWDEOLVKHG DV
LQVWLWXWLRQV ZLWK PRQRSRO\ ULJKWV RYHU PRQH\ LVVXDQFH1 %XW/ LI D FULWLFDO HOHPHQW RI FHQWUDO
EDQNLQJ LV WKH IXQFWLRQ RI OHQGHU0RI0ODVW0UHVRUW/ WKHQ WKHVH LQVWLWXWLRQV JHQHUDOO\ GLG QRW EHFRPH
FHQWUDO EDQNV XQWLO ODWHU/ W\SLFDOO\ GXULQJ WKH 53
WK FHQWXU\1 )RU H[DPSOH/ DOWKRXJK WKH %DQN RI
(QJODQG ZDV HVWDEOLVKHG LQ 49<7/ LW GLG QRW EHKDYH DV D OHQGHU0RI0ODVW0UHVRUW XQWLO PXFK ODWHU +VHH
/RYHOO +4<8:,,1
([SOLFLW JRYHUQPHQW GHSRVLW LQVXUDQFH LV DQ HYHQ ODWHU GHYHORSPHQW WKDQ OHQGHU0RI0ODVW0UHVRUW UROH
RI JRYHUQPHQW FHQWUDO EDQNV1 ,Q 4<;3 RQO\ VL[WHHQ FRXQWULHV KDG H[SOLFLW GHSRVLW LQVXUDQFH
SURJUDPV> E\ 4<<</ VL[W\0HLJKW FRXQWULHV KDG VXFK SURJUDPV +VHH *DUFLD +4<<<, DQG ’HPLULJ￿o0
.XQW DQG 6REDFL +5333,,1 ,Q WKH 8QLWHG 6WDWHV/ GHSRVLW LQVXUDQFH ZDV DGRSWHG LQ 4<67 DQG LQ
&DQDGD LQ 4<9:1 7RGD\/ LQ *HUPDQ\/ GHSRVLW LQVXUDQFH LV VWLOO D SULYDWH VFKHPH/ VHW XS DQG UXQ
E\ WKH EDQNV WKHPVHOYHV1 $V ZLWK FHQWUDO EDQNLQJ JHQHUDOO\/ QRW RQO\ LV GHSRVLW LQVXUDQFH ODWH LQ
GHYHORSLQJ/ EXW DOVR WKHUH LV VXEVWDQWLDO FURVV0VHFWLRQ YDULDWLRQ LQ ZKHWKHU LW LV SULYDWH RU SXEOLF1
:KLOH WKH VSUHDG RI FHQWUDO EDQNV LQ WKH 53
WK FHQWXU\ LV OLNHO\ UHODWHG WR WKH JURZWK RI DFWLYLVW
PRQHWDU\ SROLF\/ LW KDV EHHQ GLIILFXOW WR H[SODLQ WKH RULJLQ RI FHQWUDO EDQNLQJ1 $FFRUGLQJ WR
*RRGKDUW +4<;8,/ FHQWUDO EDQNV HYROYHG DV D UHVSRQVH WR WKH LQDELOLW\ RI WKH EDQNV WKHPVHOYHV WR
FRSH ZLWK SDQLFV1 7KHUH ZDV D QDWXUDO HYROXWLRQ EHFDXVH VRPH SULYDWH EDQNV DVVXPHG VSHFLDO
UROHV LQ WKH FDSDFLW\ DV WKH JRYHUQPHQW¶V EDQN1 7KHVH EDQNV ‡HYROYHG· LQWR FHQWUDO EDQNV1 :HVW
+4<:7, DQG 7LPEHUODNH +4<:;, IRFXV RQ WKH RULJLQ RI WKH )HGHUDO 5HVHUYH 6\VWHP/ UHODWLQJ LW WR WKH
UHDO ELOOV GRFWULQH1 /LYLQJVWRQ +4<;9, DUJXHV WKDW WKH )HGHUDO 5HVHUYH 6\VWHP FDPH LQWR EHLQJ DV
SDUW RI WKH ULVH RI ILQDQFH FDSLWDO/ D PDQLIHVWDWLRQ RI FODVV VWUXJJOH1 6PLWK +4<69, DUJXHV WKDW
FHQWUDO EDQNV FDPH LQWR EHLQJ DV D WRRO WR UDLVH UHYHQXH IRU WKH JRYHUQPHQW/ EXW VD\V OLWWOH DERXW
WKH OHQGHU0RI0ODVW0UHVRUW UROH RI FHQWUDO EDQNV1 ,Q WKH FDVH RI &DQDGD/ %RUGR DQG 5HGLVK +4<;:,
DUJXH WKDW WKH RULJLQ RI WKH %DQN RI &DQDGD ZDV HVVHQWLDOO\ SROLWLFDO> WKHUH ZDV QR HFRQRPLF
UDWLRQDOH1 ,QGHHG/ LW LV QRW DQ RYHUVLPSOLILFDWLRQ WR VD\ WKDW SROLWLFDO H[SODQDWLRQV SUHGRPLQDWH
RYHU HFRQRPLF H[SODQDWLRQV LQ WKH OLWHUDWXUH RQ FHQWUDO EDQNLQJ15
:K\ ZDV FHQWUDO EDQNLQJ/ E\ ZKLFK ZH PHDQ WKH OHQGHU0RI0ODVW0UHVRUW IXQFWLRQ/ ODWH LQ
GHYHORSLQJ" :K\ GLG LW GHYHORS LQ VRPH FRXQWULHV ILUVW DQG QRW LQ RWKHUV" 6LPLODUO\/ ZK\ LV
GHSRVLW LQVXUDQFH VXFK D PRGHUQ LQVWLWXWLRQ ZKHQ SDQLFV KDYH KDSSHQHG IRU VRPH WLPH LQ VRPH
HFRQRPLHV" *RUWRQ DQG +XDQJ +5334, DUJXH WKDW WKH GHYHORSPHQW RI D FHQWUDO EDQNLQJ UROH DV
OHQGHU0RI0ODVW0UHVRUW/ DQG GHSRVLW LQVXUDQFH/ LV LQWLPDWHO\ FRQQHFWHG WR WKH LQGXVWULDO RUJDQL]DWLRQ
RI WKH EDQNLQJ V\VWHP1 &HQWUDO EDQNLQJ ILUVW GHYHORSHG DV D SULYDWH UHVSRQVH WR SUREOHPV LQ
EDQNLQJ V\VWHPV ZLWK PDQ\ VPDOO/ XQGLYHUVLILHG/ EDQNV1 ,Q VXFK EDQNLQJ V\VWHPV/ XQLQIRUPHG
GHSRVLWRUV QHHG WR PRQLWRU WKHLU EDQNV1 %ULHIO\/ GHSRVLWRUV NQRZ WKH VWDWH RI WKH PDFURHFRQRP\/
EXW QRW WKH LGLRV\QFUDWLF VWDWH RI WKHLU RZQ EDQN1 7KH ZD\ WR FKHFN RQ D EDQN LV WR DVN WKH EDQN
WR FRQYHUW LWV GHPDQG GHSRVLWV LQWR FXUUHQF\1 %XW/ EDQNV DV D ZKROH FDQQRW GR WKLV DQG WKHQ WKH
EDQNLQJ V\VWHP IDFHV OLTXLGDWLRQ1 ,Q UHVSRQVH WR WKLV/ EDQNV IRUP FRDOLWLRQV WKDW FDQ WXUQ LOOLTXLG
ORDQ SRUWIROLRV LQWR OLTXLG FODLPV DQG FRQYLQFH GHSRVLWRUV WKDW WKH EDQNV/ D VDJ U R X S /DUH VROYHQW/
HYHQ LI D GHSRVLWRU¶V SDUWLFXODU EDQN PD\ QRW EH1 7KLV LV WKH OHQGHU0RI0ODVW0UHVRUW IXQFWLRQ1 %XW/
WKHVH SUREOHPV GR QRW DULVH LQ EDQNLQJ V\VWHPV ZLWK D VPDOO QXPEHU RI ZHOO0GLYHUVLILHG EDQNV1
6XFK EDQNLQJ V\VWHPV GR QRW H[SHULHQFH SDQLFV RU KLJK EDQN IDLOXUH UDWHV1 1RWDEO\/ DV LQ WKH FDVH
RI &DQDGD/ GLVFXVVHG EHORZ/ WKH\ DOVR GLG QRW GHYHORS FHQWUDO EDQNV RU DGRSW GHSRVLW LQVXUDQFH1
7KHVH REVHUYDWLRQV DUH LPSRUWDQW EHFDXVH WKH\ VWURQJO\ VXJJHVW WKDW EDQNLQJ SDQLFV DUH QRW D
PDQLIHVWDWLRQ RI DQ LQKHUHQW SUREOHP ZLWK EDQNV SHU VH1 :H UHYLHZ WKH KLVWRULFDO HYLGHQFH
IXUWKHU EHORZ1
7KH ORJLF RI WKH *RUWRQ DQG +XDQJ +5334, PRGHO FORVHO\ IROORZV WKH 8161 H[SHULHQFH ZLWK SDQLFV1
,Q WKH 8161/ SULYDWH EDQN FOHDULQJKRXVHV LVVXHG SULYDWH PRQH\ FDOOHG ‡FOHDULQJKRXVH ORDQ
FHUWLILFDWHV· GXULQJ SDQLFV1 7KHVH FHUWLILFDWHV IXQFWLRQHG DV D IRUP RI GHSRVLW LQVXUDQFH IURP WKH
SRLQW RI YLHZ RI GHSRVLWRUV EHFDXVH WKH\ VHUYHG WR FRQYHUW FODLPV RQ D VLQJOH EDQN LQWR FODLPV RQ
WKH JURXS RI EDQNV LQ WKH FRDOLWLRQ1 )RU GHSRVLWRUV WR DFFHSW WKHVH FHUWLILFDWHV/ WKH\ PXVW EH
FRQYLQFHG WKDW EDQNV ZLOO FRLQVXUH HDFK RWKHU1 7KH FRLQVXUDQFH V\VWHP RQO\ ZRUNV LI WKHUH DUH
EDQNLQJ SDQLFV1 %DQNLQJ SDQLFV LPSRVH H[WHUQDOLWLHV RQ WKH EDQNV GRLQJ ZHOO/ IRUFLQJ WKHP WR
VXEVLGL]H DQG PRQLWRU WKH EDQNV WKDW DUH QRW GRLQJ ZHOO1 0RQLWRULQJ YLD WKH FRDOLWLRQ LV PRUH
HIILFLHQW WKDQ ZLWKRXW WKH FRDOLWLRQ EHFDXVH QRW DOO EDQNV DUH FORVHG LQ WKH SDQLF1 7KH FRDOLWLRQ
GLVWLQJXLVKHV EDQNV GRLQJ ZHOO IURP WKRVH GRLQJ SRRUO\/ FORVLQJ VRPH RI WKH ODWWHU EDQNV DQG
DOWHULQJ WKH LQFHQWLYHV RI RWKHU SRRUO\ SHUIRUPLQJ EDQNV1 %DQNLQJ SDQLFV SOD\ D FULWLFDO HFRQRPLF
IXQFWLRQ LQ HQIRUFLQJ WKH LQFHQWLYH FRPSDWLELOLW\ RI EDQN FRDOLWLRQV1 $OVR/ LQ RUGHU IRU WKH EDQN
FRDOLWLRQ WR IRUP GXULQJ WLPHV RI SDQLF/ WKH EDQNV KDG WR DJUHH WR PXWXDOO\ PRQLWRU HDFK RWKHU WR6
HQIRUFH UHVHUYH DQG FDSLWDO UHTXLUHPHQWV1 7KLV PRQLWRULQJ LV WKH KLVWRULFDO RULJLQ RI EDQN
H[DPLQDWLRQ DQG VXSHUYLVLRQ1
7R VXPPDUL]H/ *RUWRQ DQG +XDQJ +5334, PDNH WKUHH UHODWHG SRLQWV1 )LUVW/ EDQNV DUH QRW
LQKHUHQWO\ XQVWDEOH LQVWLWXWLRQV SURQH WR SDQLFV1 5DWKHU/ WKH OLNHOLKRRG RI EDQN SDQLFV GHSHQGV RQ
WKH LQGXVWULDO RUJDQL]DWLRQ RI WKH EDQNLQJ V\VWHP1 $ V\VWHP ZLWK D IHZ ODUJH/ ZHOO GLYHUVLILHG/
EDQNV LV D YHU\ GLIIHUHQW V\VWHP WKDQ RQH ZLWK PDQ\ VPDOO/ XQGLYHUVLILHG/ EDQNV1 ,Q WKH ODWWHU
V\VWHP/ SDQLFV RFFXU1 6HFRQG/ EDQNLQJ SDQLFV VHUYH DQ HFRQRPLF IXQFWLRQ VLQFH WKH\ FRUUHVSRQG
WR GHSRVLWRUV PRQLWRULQJ EDQNV/ ZKLFK LQGXFHV FRDOLWLRQV WR HQJDJH LQ VHOI0PRQLWRULQJ1 7KLUG/
SULYDWH EDQN FRDOLWLRQV DUH D PRUH HIILFLHQW ZD\ IRU PRQLWRULQJ WR RFFXU/ EXW WKH FRDOLWLRQV RQO\
IXQFWLRQ LI SDQLFV RFFXU1 3ULYDWH EDQN FRDOLWLRQV IXQFWLRQHG DV OHQGHUV0RI0ODVW0UHVRUW DQG SURYLGHG
D IRUP RI GHSRVLW LQVXUDQFH +DV GHVFULEHG EHORZ,1
7R DVVHVV WKHVH DUJXPHQWV ZH EHJLQ E\ VXUYH\LQJ VRPH RI WKH KLVWRULFDO HYLGHQFH RQ WKH
LQFLGHQFH RI SDQLFV DQG WKH LQGXVWULDO RUJDQL]DWLRQ RI WKH EDQNLQJ V\VWHP1 :H DOVR ORRN EULHIO\ DW
SULYDWH EDQN FRDOLWLRQV1 3ULYDWH EDQN FRDOLWLRQV VHHP WR KDYH EHHQ PRVW IRUPDOO\ GHYHORSHG LQ
WKH 8161/ WKRXJK RWKHU FRXQWULHV DOVR KDG VXFK FRDOLWLRQV/ OHVV IRUPDOO\/ RU LQ FRPELQDWLRQ ZLWK D
JRYHUQPHQW FHQWUDO EDQN1 7KH DUJXPHQW RI *RUWRQ DQG +XDQJ VXJJHVWV WKDW JRYHUQPHQW FHQWUDO
EDQNV ZRXOG GHYHORS ILUVW DV OHQGHUV0RI0ODVW0UHVRUW LQ FRXQWULHV ZKHUH WKH EDQNLQJ V\VWHP
FRQVLVWHG RI PDQ\/ VPDOO/ XQGLYHUVLILHG EDQNV1 7KHVH V\VWHPV ZRXOG H[SHULHQFH SDQLFV DQG
ZRXOG IRUP SULYDWH EDQN FRDOLWLRQV1 (FRQRPLF KLVWRULDQV KDYH QRW H[SOLFLWO\ ORRNHG DW WKLV UDWKHU
FRPSOLFDWHG VHW RI LVVXHV/ EXW FRPSDULQJ &DQDGD DQG WKH 8161 LV LQIRUPDWLYH/ DV WKHVH WZR
V\VWHPV GLVSOD\ WKH FRQWUDVWV RI GLIIHULQJ W\SHV RI EDQNLQJ V\VWHPV1
1H[W ZH H[DPLQH VRPH RI WKH FRVWV RI EDQNLQJ SDQLFV WKDW FRQWHPSRUDU\ REVHUYHUV RI SDQLFV
KLJKOLJKWHG1 7KH FRVWV FRQFHUQ GLVUXSWLRQV RI WKH WUDQVDFWLRQV V\VWHP GXULQJ EDQNLQJ SDQLFV1 ,W
DSSHDUV WKDW GXULQJ SDQLFV/ ZKHQ WKH YDOXH RI EDQN OLDELOLWLHV FRPHV LQWR TXHVWLRQ/ WKH\ VWRS
IXQFWLRQLQJ DV D FLUFXODWLQJ PHGLXP1 7KLV HYLGHQFH LV UHYLHZHG DV D SUHOXGH WR RXU PDLQ
WKHRUHWLFDO DUJXPHQW/ FRQFHUQLQJ ZK\ WKH JRYHUQPHQW DVVXPHG WKH UROH RI OHQGHU0RI0ODVW0UHVRUW/
VXSSODQWLQJ SULYDWH EDQN FRDOLWLRQV1
7KH WKHRUHWLFDO DUJXPHQW ZH SURSRVH EHJLQV IURP WKH SRLQW ZKHUH *RUWRQ DQG +XDQJ +5334,
OHDYH RII1 ,Q SDUWLFXODU/ *RUWRQ DQG +XDQJ +5334, GR QRW H[SODLQ ZK\ WKH JRYHUQPHQW QHHGV WR
WDNH RYHU WKH UROH RI WKH SULYDWH EDQN FRDOLWLRQV RI FOHDULQJKRXVHV1 ,QGHHG/ WKH\ VXJJHVW WKDW LW LV
QRW REYLRXV KRZ WKH JRYHUQPHQW FDQ LPSURYH XSRQ WKH SULYDWH DUUDQJHPHQWV/ OHQGLQJ FUHGHQFH WR
WKH YLHZ WKDW SROLWLFDO H[SODQDWLRQV DUH SHUKDSV WKH PRVW SHUVXDVLYH LQ H[SODLQLQJ ZK\ WKH7
JRYHUQPHQW LQWURGXFHG FHQWUDO EDQNV1 ,Q WKLV SDSHU/ ZH H[WHQG WKH *RUWRQ DQG +XDQJ¶V +5334,
PRGHO WR LQFOXGH D UROH IRU FRQVXPHUV XVLQJ EDQN OLDELOLWLHV DV D PHGLXP RI H[FKDQJH1 7KLV
VHHPV OLNH D QDWXUDO H[WHQVLRQ VLQFH EDQN OLDELOLWLHV GR LQGHHG VHUYH WKLV UROH1 :H VKRZ WKDW/
ZKLOH SDQLFV FDQ VHUYH WKH UROH RI GLVFLSOLQLQJ EDQNV E\ IRUFLQJ FRDOLWLRQV WR EHKDYH LQFHQWLYH0
FRPSDWLEO\/ SDQLFV GLVUXSW WKH XVH RI EDQN OLDELOLWLHV DV D PHGLXP RI H[FKDQJH1 7KLV LV FRVWO\1
6LQFH/ DFFRUGLQJ WR WKLV DUJXPHQW/ D SDQLF LWVHOI LV FRVWO\/ WKH JRYHUQPHQW PD\ LPSURYH ZHOIDUH LI
SDQLFV FDQ EH DYRLGHG1 %XW/ SDQLFV DUH QRW MXVW LUUDWLRQDO UXQV RQ EDQNV> WKH\ VHUYH DQ HFRQRPLF
IXQFWLRQ1 6R/ LI WKH JRYHUQPHQW HOLPLQDWHV SDQLFV/ ZLWK GHSRVLW LQVXUDQFH/ WKHQ WKH JRYHUQPHQW
PXVW WDNH RYHU WKH IXQFWLRQ RI PRQLWRULQJ EDQNV1 7KH JRYHUQPHQW PD\ QRW EH DV HIIHFWLYH DW
PRQLWRULQJ DV WKH SULYDWH FRDOLWLRQV/ UHVXOWLQJ LQ D FRVW1 :KHWKHU WKH JRYHUQPHQW FHQWUDO EDQN LV
VXSHULRU WR WKH SULYDWH DUUDQJHPHQWV GHSHQGV RQ WKLV WUDGH0RII1
7KH SDSHU SURFHHGV DV IROORZV1 ,Q 6HFWLRQ ,, ZH EULHIO\ UHYLHZ VRPH RI WKH KLVWRULFDO DQG FURVV0
FRXQWU\ HYLGHQFH RQ WKH SHUIRUPDQFH RI EDQNLQJ V\VWHPV DQG WKH KLVWRU\ RI SDQLFV1 7KH JRDO RI
WKLV UHYLHZ LV WR SURYLGH D FRQWH[W WKDW D PRGHO VKRXOG WDNH LQWR DFFRXQW1 ,Q SDUWLFXODU/ ZH
VXPPDUL]H WKH H[SHULHQFH RI EDQNLQJ V\VWHPV KLVWRULFDOO\ DQG LQWHUQDWLRQDOO\1 ,Q 6HFWLRQ ,,, ZH
UHYLHZ *RUWRQ DQG +XDQJ¶V +5334, PRGHO DQG EDVLF UHVXOWV1 ,Q 6HFWLRQ ,9 ZH H[WHQG WKH PRGHO
WR LQFOXGH D UROH IRU FRQVXPHUV2GHSRVLWRUV WR XVH EDQN OLDELOLWLHV +EDQN QRWHV RU GHPDQG GHSRVLWV,
DV D FLUFXODWLQJ PHGLXP RI H[FKDQJH1 :H WKHQ LQWURGXFH D JRYHUQPHQW FHQWUDO EDQNLQJ VFKHPH
DQG DQDO\]H WKH ZHOIDUH LPSOLFDWLRQV RI WKH JRYHUQPHQW¶V VFKHPH LQ FRQWUDVW WR WKH SULYDWH EDQN
FRDOLWLRQ V\VWHP1 :H SURYLGH FRQGLWLRQV XQGHU ZKLFK ZHOIDUH LPSURYHV XQGHU WKH JRYHUQPHQW¶V
VFKHPH1 6HFWLRQ 9 FRQFOXGHV1
,,1 3DQLFV DQG WKH ,QGXVWULDO 2UJDQL]DWLRQ RI %DQNLQJ= 7KH +LVWRULFDO DQG &URVV
&RXQWU\ (YLGHQFH
,Q WKLV VHFWLRQ ZH EULHIO\ VXPPDUL]H UHVHDUFK RQ EDQNLQJ KLVWRU\/ LQ SDUWLFXODU RQ WKH LQFLGHQFH
DQG WLPLQJ RI EDQNLQJ SDQLFV LQ GLIIHUHQW FRXQWULHV/ VSHFLILFDOO\ LQ UHODWLRQ WR WKH LQGXVWULDO
RUJDQL]DWLRQ RI WKH EDQNLQJ LQGXVWU\1 7KHQ ZH FRPSDUH WKH H[SHULHQFHV RI &DQDGD WR WKH 8161 WR
HPSKDVL]H WKH GLIIHUHQFHV1 :H EULHIO\ UHYLHZ WKH ZRUNLQJV RI EDQN FRDOLWLRQV/ IRFXVLQJ RQ WKH
$PHULFDQ FOHDULQJKRXVH V\VWHP1 $QG ILQDOO\/ ZH GLVFXVV WKH TXHVWLRQ RI GLVUXSWLRQ RI WKH
SD\PHQWV V\VWHP GXULQJ SDQLFV18
7R EHJLQ/ ZH QHHG D GHILQLWLRQ RI D ‡EDQNLQJ SDQLF1· &DORPLULV DQG *RUWRQ +4<<4, GHILQH D SDQLF
DV DQ HYHQW LQ ZKLFK EDQN GHEW KROGHUV +GHSRVLWRUV, DW PDQ\ RU HYHQ DOO EDQNV LQ WKH EDQNLQJ
V\VWHP VXGGHQO\ GHPDQG WKDW WKHLU EDQNV FRQYHUW WKHLU GHEW FODLPV LQWR FDVK +DW SDU, WR VXFK DQ
H[WHQW WKDW EDQNV FDQQRW MRLQWO\ KRQRU WKHVH GHPDQGV DQG VXVSHQG FRQYHUWLELOLW\1 1RWH WKDW WKLV
GHILQLWLRQ H[FOXGHV HYHQWV LQ ZKLFK D VLQJOH EDQN IDFHV D UXQ> DS D Q L FL VDV \ V W H P 0 ZLGH
SKHQRPHQRQ1 $OVR/ FDVHV ZKHUH GHSRVLWRUV VHHN WR ZLWKGUDZ ODUJH DPRXQWV IURP WKH EDQNLQJ
V\VWHP/ EXW EDQNV FDQ KRQRU WKHVH ZLWKGUDZDOV DUH QRW ‡SDQLFV/· DOWKRXJK WKH EDQNLQJ V\VWHP
PD\ VKULQN VLJQLILFDQWO\1 )LQDOO\/ QRWH WKDW WKH GHILQLWLRQ LV VSHFLILF HQRXJK WR GLIIHUHQWLDWH WKH
HYHQW RI LQWHUHVW IURP RWKHU HYHQWV ZLWK QHEXORXV QDPHV OLNH ‡ILQDQFLDO FULVLV· RU ‡FRQWDJLRQ· DQG
VR RQ1 )RU D GLVFXVVLRQ RI ‡EDQN SDQLF· GHILQLWLRQV LQ WKH OLWHUDWXUH/ VHH *RUWRQ DQG :LQWRQ
+5334,1
8VLQJ WKH DERYH GHILQLWLRQ/ &DORPLULV DQG *RUWRQ +4<<4, LGHQWLI\ VL[ SDQLFV LQ WKH 8QLWHG 6WDWHV
SULRU WR 4;98/ VHYHQ GXULQJ WKH 1DWLRQDO %DQNLQJ (UD/ DQG ILQDOO\ WKH SDQLFV GXULQJ WKH *UHDW
’HSUHVVLRQ1 ,Q HDFK FDVH WKH SKHQRPHQRQ RI LQWHUHVW LV FRPSOLFDWHG/ DSSHDUV WR KDYH VSHFLDO
FLUFXPVWDQFHV/ DQG VHHPV WR YDU\ LQ LPSRUWDQW UHVSHFWV IURP RWKHU HSLVRGHV/ PDNLQJ DQ\
GHILQLWLRQ DQG LQIHUHQFHV SUREOHPDWLF1 ,Q IDFW/ WKHUH DUH IHZ REVHUYDWLRQV RI SDQLFV LQ DQ\
FRXQWU\/ PDNLQJ K\SRWKHVLV WHVWLQJ GLIILFXOW1 1HYHUWKHOHVV/ VRPH LPSRUWDQW HPSLULFDO UHJXODULWLHV
KDYH EHHQ IRXQG1
$1 6RPH (PSLULFDO 5HJXODULWLHV DERXW 3DQLFV
%DQNLQJ SDQLFV DUH PRUH OLNHO\ WR RFFXU LQ FHUWDLQ W\SHV RI EDQNLQJ V\VWHPV DQG DW FHUWDLQ VWDJHV
RI WKH EXVLQHVV F\FOH1 6LQFH WKH 8161 HFRQRP\ KDV WKH PRVW H[SHULHQFH ZLWK SDQLFV/ IRU UHDVRQV
WKDW ZH GLVFXVV EHORZ/ PRVW RI WKH UHVHDUFK KDV IRFXVHG RQ WKH 8161 7KH EDQNLQJ SDQLF
UHJXODULWLHV DUH GRFXPHQWHG LQ D IDLUO\ ODUJH OLWHUDWXUH RQ WKH KLVWRULFDO DQG LQWHUQDWLRQDO
H[SHULHQFH RI EDQNLQJ SDQLFV/ DQG ZH RQO\ EULHIO\ UHYLHZ LW KHUH1 %RUGR +4<;8/ 4<;9,/ &DORPLULV
DQG *RUWRQ +4<<4,/ &DORPLULV +4<<6,/ DQG *RUWRQ DQG :LQWRQ +5334, VXUYH\ PXFK RI WKH
OLWHUDWXUH DQG DOVR SURYLGH VRPH QHZ HYLGHQFH RQ WKH FDXVHV RI SDQLFV1 $QGUHZ +4<3;D/4 < 3 ; E ,/
6SUDJXH +4<43,/ :LFNHU +4<;3/ 4<<9/ 5333,/ ’RQDOGVRQ +4<<6,/ 0RHQ DQG 7DOOLV +4<<5/ 5333,/
&DORPLULV DQG 6FKZHLNDUW +4<<4,/ 0F*UDQH +4<57,/ DQG :KLWH +4<;7,/ DPRQJ PDQ\ RWKHUV/ VWXG\
LQGLYLGXDO 8161 SDQLF HSLVRGHV19
7KH PRVW LPSRUWDQW HPSLULFDO UHJXODULW\ LV WKDW WKH LQGXVWULDO RUJDQL]DWLRQ RI WKH EDQNLQJ LQGXVWU\
LV D FULWLFDO GHWHUPLQDQW RI WKH SURSHQVLW\ IRU DQ HFRQRP\ WR H[SHULHQFH SDQLFV1 $V VXPPDUL]HG
E\ &DORPLULV +4<<6,= ‡,QWHUQDWLRQDO FRPSDULVRQV RI WKH LQFLGHQFH DQG FRVWV RI EDQNLQJ SDQLFV DQG
EDQN IDLOXUHV/ DQG FRPSDULVRQV DFURVV UHJXODWRU\ UHJLPHV ZLWKLQ WKH 8161/ FOHDUO\ GRFXPHQW
GLIIHUHQFHV LQ EDQNLQJ LQVWDELOLW\ DVVRFLDWHG ZLWK GLIIHUHQW UHJXODWRU\ UHJLPHV1 7KH FHQWUDO OHVVRQ
RI WKHVH VWXGLHV LV WKDW LQVWDELOLW\ LV DVVRFLDWHG ZLWK VRPH KLVWRULFDO H[DPSOHV RI EDQNLQJ WKDW KDG
FRPPRQ LQVWLWXWLRQDO FKDUDFWHULVWLFV> LW LV QRW DQ LQWULQVLF SUREOHP ZLWK EDQNLQJ SHU VH 111 WKH
VLQJOH PRVW LPSRUWDQW IDFWRU LQ EDQNLQJ LQVWDELOLW\ KDV EHHQ WKH RUJDQL]DWLRQ RI WKH EDQNLQJ
LQGXVWU\· +S1 54,1 %DVLFDOO\/ EDQNLQJ SDQLFV DUH PXFK OHVV OLNHO\ WR RFFXU LQ EDQNLQJ V\VWHPV LQ
ZKLFK WKHUH DUH D IHZ UHODWLYHO\ ODUJH/ ZHOO0EUDQFKHG/ DQG ZHOO0GLYHUVLILHG EDQNV1 %RUGR +4<;9,
VWXGLHV WKH H[SHULHQFHV RI VL[ FRXQWULHV +8161/ 81.1/ &DQDGD/ 6ZHGHQ/ *HUPDQ\/ DQG )UDQFH, RYHU
WKH SHULRG 4;:3 WR 4<661 2QH RI %RUGR¶V FRQFOXVLRQV LV WKDW PRVW VHYHUH F\FOLFDO FRQWUDFWLRQV LQ
DOO WKH FRXQWULHV DUH DVVRFLDWHG ZLWK VWRFN PDUNHW FULVHV/ EXW QRW ZLWK EDQNLQJ SDQLFV/ H[FHSW IRU
WKH 8QLWHG 6WDWHV1 +H QRWHV WKDW= ‡,Q FRQWUDVW ZLWK WKH 8161 H[SHULHQFH/ WKH ILYH RWKHU FRXQWULHV LQ
WKH VDPH SHULRG GHYHORSHG QDWLRQZLGH EUDQFK EDQNLQJ V\VWHPV FRQVROLGDWLQJ LQWR D YHU\ IHZ
ODUJH EDQNV· +S1 563,1 %RUGR +4<;8, VXUYH\V EDQNLQJ DQG VHFXULWLHV PDUNHW SDQLFV LQ VL[
FRXQWULHV IURP 4;:3 WR 4<66 DQG FRQFOXGHV= ‡WKH 8QLWHG 6WDWHV H[SHULHQFHG SDQLFV LQ D SHULRG
ZKHQ WKH\ ZHUH D KLVWRULFDO FXULRVLW\ LQ RWKHU FRXQWULHV· +S1: 6 , 1 *URVVPDQ +4<<7, H[DPLQHV WKH
H[SHULHQFH RI %ULWDLQ/ &DQDGD/ DQG WHQ RWKHU FRXQWULHV GXULQJ WKH *UHDW ’HSUHVVLRQ WR GHWHUPLQH
WKH FDXVHV RI WKH ‡H[FHSWLRQDO VWDELOLW\· H[KLELWHG E\ WKHLU EDQNLQJ V\VWHPV1 +H FRQVLGHUV WKUHH
SRVVLEOH H[SODQDWLRQV= WKH VWUXFWXUH RI WKH EDQNLQJ V\VWHP/ PDFURHFRQRPLF SROLF\ DQG
SHUIRUPDQFH/ DQG WKH EHKDYLRU RI WKH OHQGHU0RI0ODVW0UHVRUW1 +H FRQFOXGHV WKDW EDQNLQJ VWDELOLW\ LV
WKH SURGXFW RI H[FKDQJH0UDWH SROLF\ DQG EDQNLQJ VWUXFWXUH1
&URVV VHFWLRQ YDULDWLRQ ZLWKLQ WKH 8QLWHG 6WDWHV LV DOVR LQWHUHVWLQJ EHFDXVH VRPH VWDWHV DOORZHG
EUDQFK EDQNLQJ ZKLOH RWKHU VWDWHV GLG QRW1 6WDWHV WKDW DOORZHG EUDQFKLQJ H[SHULHQFHG ORZHU
IDLOXUH UDWHV LQ WKH 4<53V DQG LW ZDV WKH VPDOOHU EDQNV WKDW ZHUH PRUH SURQH WR IDLOXUH +VHH %UHPHU
+4<68, DQG :KLWH +4<;6/ 4<;7,,1 6WXG\LQJ WKLV FURVV VHFWLRQ RI VWDWH H[SHULHQFHV/ &DORPLULV
+4<<3, UHDFKHV WKH VDPH FRQFOXVLRQ DERXW WKH LPSRUWDQFH RI EUDQFKLQJ= ‡6WDWHV WKDW DOORZHG
EUDQFK EDQNLQJ VDZ PXFK ORZHU IDLOXUH UDWHV0 UHIOHFWLQJ WKH XQXVXDOO\ KLJK VXUYLYDELOLW\ RI
EUDQFKLQJ EDQNV« )URP 4<54 WR 4<5< RQO\ 6: EUDQFKLQJ EDQNV IDLOHG LQ WKH 8QLWHG 6WDWHV/
DOPRVW DOO RI ZKLFK RSHUDWHG RQO\ RQH RU WZR EUDQFKHV1 %UDQFKLQJ IDLOXUHV ZHUH RQO\ 7 SHUFHQW RI
EUDQFK0EDQNLQJ IDFLOLWLHV/ DOPRVW DQ RUGHU RI PDJQLWXGH OHVV WKDQ WKH IDLOXUH UDWH RI XQLW EDQNV IRU
WKLV SHULRG· +S1 5<4,1 &DORPLULV +4<<6, UHYLHZV PRUH HYLGHQFH1:
$ VHFRQG DSSDUHQW UHJXODULW\ FRQFHUQLQJ EDQNLQJ SDQLFV LV WKDW WKHUH LV DQ LPSRUWDQW EXVLQHVV
F\FOH DQG/ SRVVLEO\/ VHDVRQDO FRPSRQHQW WR WKH WLPLQJ RI SDQLFV1 3DQLFV FRPH DW RU QHDU EXVLQHVV
F\FOH SHDNV1 7KH LQWHUSUHWDWLRQ LV QRW WKDW SDQLFV FDXVHG GRZQWXUQV1 7KHUH LV QRW HQRXJK GDWD WR
DQDO\]H WKDW LVVXH1 5DWKHU/ WKH LGHD LV WKDW GHSRVLWRUV UHFHLYHG LQIRUPDWLRQ IRUHFDVWLQJ D UHFHVVLRQ
DQG ZLWKGUHZ LQ DQ DQWLFLSDWLRQ RI WKH UHFHVVLRQ/ DW L P HZ K H QE D Q NI D L O X U H VZ H U HP R U HO L N H O \ 1 6HH
%RUGR +4<;9,/ *RUWRQ +4<;;,/ &DORPLULV DQG *RUWRQ +4<<4,/ DQG ’RQDOGVRQ +4<<5,1 :KLOH WKH
UHODWLRQ RI SDQLFV WR WKH EXVLQHVV F\FOH ZLOO EH LQFRUSRUDWHG LQWR WKH PRGHO EHORZ/ WKH ‡UHJXODULW\·
LV VRPHZKDW IUDJLOH DV WKHUH DUH IHZ REVHUYDWLRQV RI SDQLFV1 6RPH KDYH DUJXHG WKDW WKHUH LV DOVR D
VHDVRQDO IDFWRU LQ SDQLFV1 7KH VHDVRQDO IDFWRU LQ WKH WLPLQJ RI SDQLFV LV QRWHG E\ $QGUHZ +4<3:,/
.HPPHUHU +4<43,/ 0LURQ +4<;9,/ ’RQDOGVRQ +4<<5,/ DQG &DORPLULV DQG *RUWRQ +4<<4,/ DPRQJ
RWKHUV1 %XW/ :LFNHU +5333,/ IRU H[DPSOH/ GLVSXWHV WKH HYLGHQFH1 7KH VHDVRQDO IDFWRU VHHPV OHVV
FOHDU WKDQ WKH EXVLQHVV F\FOH FRPSRQHQW1
%1 7KH &DQDGLDQ DQG 8161 %DQNLQJ ([SHULHQFHV
$ FRPSDULVRQ RI WKH 8161 DQG &DQDGLDQ EDQNLQJ H[SHULHQFHV IURP WKH PLGGOH RI WKH 4<
WK FHQWXU\
LV DQ LQVWUXFWLYH H[DPSOH RI WKH LPSRUWDQFH RI LQGXVWULDO RUJDQL]DWLRQ LQ EDQNLQJ DQG LW¶V UHODWLRQ
WR FHQWUDO EDQNLQJ1 7KLV FRPSDULVRQ LV LQWHUHVWLQJ EHFDXVH &DQDGD LV D V\VWHP WKDW KLVWRULFDOO\
KDV FRQVLVWHG RI D VPDOO QXPEHU RI KLJKO\ EUDQFKHG EDQNV/ LQ FRQWUDVW WR WKH $PHULFDQ V\VWHP RI
PDQ\ EDQNV WKDW ZHUH QRW/ XQWLO UHFHQWO\/ EUDQFKHG DFURVV VWDWH OLQHV/ DQG VRPHWLPHV QRW HYHQ
ZLWKLQ WKH VWDWH1 &DQDGD¶V FHQWUDO EDQN FDPH LQWR H[LVWHQFH LQ 4<68 DQG GHSRVLW LQVXUDQFH ZDV
DGRSWHG LQ WKH ODWH 4<93V1 7KH GLIIHUHQFHV EHWZHHQ WKH WZR V\VWHPV DUH VWULNLQJ DQG KDYH RIWHQ
EHHQ FRPPHQWHG XSRQ +VHH WKH FLWDWLRQV EHORZ,1
7KH 8QLWHG 6WDWHV VHW XS WKH 1DWLRQDO %DQNLQJ V\VWHP LQ 4;96097> IDLUO\ KLJK FDSLWDO
UHTXLUHPHQWV ZHUH LPSRVHG RQ IHGHUDOO\ FKDUWHUHG EDQNV> WKHUH ZDV D ERQG EDFNLQJ V\VWHP IRU
QRWH LVVXDQFH/ UHVHUYH UHTXLUHPHQWV/ DQG RWKHU UHTXLUHPHQWV/ LQFOXGLQJ LQ SDUWLFXODU WKH
SURKLELWLRQ RI EUDQFK EDQNLQJ DFURVV VWDWH OLQHV1 &DQDGD IROORZHG D YHU\ GLIIHUHQW VHW RI EDQNLQJ
SROLFLHV/ DOORZLQJ EUDQFK EDQNLQJ/ DQG LPSRVLQJ UHODWLYHO\ IHZHU UHVWULFWLRQV1 7KH GLIIHUHQW
QDWLRQDO UHJXODWLRQV OHG WR YHU\ GLIIHUHQW EDQNLQJ V\VWHPV1 ’XULQJ WKH SHULRG 4;:3 WR 4<46/
&DQDGD KDG D EUDQFK EDQNLQJ V\VWHP ZLWK DERXW IRUW\ FKDUWHUHG EDQNV/ HDFK H[WHQVLYHO\
EUDQFKHG1 ,Q 4;<3 WKH 8QLWHG 6WDWHV KDG PRUH WKDQ HLJKW WKRXVDQG LQGHSHQGHQW XQLW EDQNV1 6HH
:LOOLDPVRQ +4<;<,1;
+DXEULFK +4<<3,/ %RUGR/ 5RFNRII/ DQG 5HGLVK +4<<7/ 4<<8,/ DQG :KLWH +4<;7,/ DPRQJ RWKHUV/
VWXG\ WKH GLIIHUHQW H[SHULHQFHV RI WKH WZR V\VWHPV1 ,Q SDUWLFXODU/ WKHUH ZHUH KLJK IDLOXUH UDWHV LQ
WKH 8161 DQG ORZ IDLOXUH UDWHV LQ &DQDGD1 7KLUWHHQ &DQDGLDQ EDQNV IDLOHG IURP 4;9; WR 4;;<1
’HSRVLWRUV ORVW YHU\ OLWWOH LQ WKHVH FDVHV +]HUR LQ HLJKW RI WKH FDVHV,+ VHH 9UHHODQG/ HW1 DO1/ +4<43,/
S1 54<,1 ’ X U L Q JW K HV D P HS H U L R G /WKHUH ZHUH KXQGUHGV RI IDLOXUHV LQ WKH 8161+ VHH WKH &RPSWUROOHU
RI WKH &XUUHQF\ +4<53,,1 ,Q FRQWUDVW WR WKH 8161/ WKHUH ZHUH QR SDQLFV LQ &DQDGD1 %RUGR/
5RFNRII/ DQG 5HGLVK +4<<7, VXPPDUL]H WKH FRQWUDVW LQ WKH H[SHULHQFHV RI WKH WZR V\VWHPV= ‡7KHUH
LV DQ LPPHGLDWH DQG LPSRUWDQW GLIIHUHQFH EHWZHHQ WKH &DQDGLDQ DQG 8QLWHG 6WDWHV EDQNLQJ
V\VWHPV1 7KH &DQDGLDQ H[SHULHQFH KDV EHHQ RQH RI FRQVLGHUDEOH VWDELOLW\1 7KHUH KDV EHHQ RQO\
RQH PDMRU EDQN IDLOXUH VLQFH :RUOG :DU ,/ DQG WKHUH ZHUH QR IDLOXUHV GXULQJ WKH *UHDW
’HSUHVVLRQ1 ,Q FRQWUDVW/ WKH $PHULFDQ V\VWHP KDV EHHQ FKDUDFWHUL]HG E\ D QXPEHU RI SHULRGV RI
LQVWDELOLW\1 5DWHV RI EDQN IDLOXUHV ZHUH KLJK LQ WKH 4<53V/ DQG RI FRXUVH WKH HQWLUH V\VWHP
FROODSVHG GXULQJ WKH 4<63V· +S1 658,1
7KH FRPSDUDWLYH H[SHULHQFH RI WKH *UHDW ’HSUHVVLRQ VKRZV WKDW ZKLOH WKHUH ZHUH IHZ EDQN
IDLOXUHV LQ &DQDGD/ WKH &DQDGLDQ EDQNLQJ V\VWHP GLG VKULQN1 $ F F R U G L Q JW R: K L W H+4<;7,= ‡,Q
&DQDGD/ IURP 4<53 WR 4<5</ RQO\ RQH EDQN IDLOHG1 7KH FRQWUDFWLRQ RI WKH EDQNLQJ LQGXVWU\ ZDV
FDUULHG RXW E\ WKH UHPDLQLQJ EDQNV UHGXFLQJ WKH QXPEHU RI WKHLU RIILFHV E\ 4615 SHUFHQW1 7KLV ZDV
YHU\ QHDU WKH <1; SHUFHQW GHFOLQH LQ WKH 8QLWHG 6WDWHV«,Q VSLWH RI WKH PDQ\ VLPLODULWLHV ZLWK WKH
8QLWHG 6WDWHV/ WKHUH ZHUH QR EDQN IDLOXUHV LQ &DQDGD GXULQJ WKH \HDUV 4<5<04<661 7KH QXPEHU RI
EDQN RIILFHV IHOO E\ DQRWKHU 4317 SHUFHQW/ UHIOHFWLQJ WKH VKRFNHG VWDWH RI WKH HFRQRP\> \HW WKLV
ZDV IDU IHZHU WKDQ WKH 6718 SHUFHQW RI DOO EDQN RIILFHV SHUPDQHQWO\ FORVHG LQ WKH 8QLWHG 6WDWHV·
+S1 465,1 7KH &DQDGLDQ EDQNLQJ V\VWHP VXUYLYHG WKH *UHDW ’HSUHVVLRQ ZLWK IHZ HIIHFWV/ ZKLOH LQ
WKH 8161/ ZKLFK KDG HQDFWHG WKH )HGHUDO 5HVHUYH $FW LQ 4<47/ WKH EDQNLQJ V\VWHP FROODSVHG1
&DQDGD¶V FHQWUDO EDQN FDPH LQWR EHLQJ LQ 4<68/ ZHOO DIWHU WKH *UHDW ’HSUHVVLRQ1 )XUWKHUPRUH/
%RUGR DQG 5HGLVK +4<;:, DUJXH WKDW WKH LQWURGXFWLRQ RI WKH &HQWUDO %DQN RI &DQDGD ZDV IRU
SROLWLFDO UDWKHU WKDQ HFRQRPLF UHDVRQV1
&1 %DQN &RDOLWLRQV LQ WKH 8161 DQG 2WKHU &RXQWULHV
8QWLO WKH ODVW IHZ \HDUV/ WKHUH KDYH EHHQ D YHU\ ODUJH QXPEHU RI UDWKHU VPDOO/ XQGLYHUVLILHG EDQNV
LQ WKH 8161 7KH 8161 DOVR VWDQGV RXW DV DQ RXWOLHU LQ WKH IUHTXHQF\ RI EDQNLQJ SDQLFV GXULQJ LWV
KLVWRU\1 7KH UHVHDUFK FLWHG DERYH VWURQJO\ VXJJHVWV WKDW WKHVH WZR IDFWV DUH OLQNHG1 7KHUH LV
DQRWKHU/ UHODWHG IDFW/ WKDW LV/ 8161 EDQNLQJ KLVWRU\ KDV EHHQ LQWHUWZLQHG ZLWK WKH GHYHORSPHQW RI<
WKH SULYDWH FOHDULQJKRXVH V\VWHP1 &OHDULQJKRXVHV DUH SULYDWH DVVRFLDWLRQV RI EDQNV WKDW IRUPHG LQ
PDMRU FLWLHV/ VSUHDGLQJ RXW DFURVV WKH FRXQWU\ GXULQJ WKH 4<
WK FHQWXU\1 2ULJLQDOO\ KDYLQJ URRWV LQ
W K HS D \ P H Q W VV \ V W H P /WKHVH RUJDQL]DWLRQV GHYHORSHG LQWR LPSRUWDQW LQVWLWXWLRQV IRU PRQLWRULQJ
EDQNV DQG FUHDWLQJ OLTXLGLW\ LQ WLPHV RI EDQNLQJ SDQLFV1 :H EULHIO\ GHVFULEH WKH IXQFWLRQLQJ RI
WKHVH 8161 FOHDULQJKRXVHV DQG WKHQ EULHIO\ PHQWLRQ RWKHU EDQN FRDOLWLRQV LQ RWKHU FRXQWULHV DQG
FRQWH[WV1 2Q WKH 8161 FOHDULQJKRXVH V\VWHP VHH $QGUHZ +4<3;E,/ &DQQRQ +4<43,/ *RUWRQ +4<;7/
4<;8,/ *RUWRQ DQG 0XOOLQHDX[ +4<;:,/ 7LPEHUODNH +4<;7,/ 6SUDJXH +4<43,/ 0RHQ DQG 7DOOPDQ
+5333,/ DQG :LFNHU +5333,/ DPRQJ RWKHUV1
7KH 8161 FOHDULQJKRXVH V\VWHP GHYHORSHG RYHU WKH FRXUVH RI WKH 4<
WK FHQWXU\1 )RU SXUSRVHV KHUH
WKH PDLQ SRLQW FRQFHUQV WKH PHWKRG WKDW FOHDULQJKRXVHV GHYHORSHG WR WXUQ LOOLTXLG ORDQ SRUWIROLRV
LQWR PRQH\/ SULYDWH PRQH\ WKDW FRXOG EH KDQGHG RXW WR GHSRVLWRUV LQ H[FKDQJH IRU WKHLU GHPDQG
GHSRVLWV GXULQJ WLPHV RI SDQLF1 &OHDULQJKRXVH ORDQ FHUWLILFDWHV RULJLQDWHG LQ WKH LQWHUEDQN
FOHDULQJ V\VWHP DV D ZD\ WR HFRQRPL]H RQ FDVK GXULQJ D SDQLF1 ’XULQJ D EDQNLQJ SDQLF PHPEHU
EDQNV ZHUH DOORZHG WR DSSO\ WR D FOHDULQJKRXVH FRPPLWWHH/ VXEPLWWLQJ DVVHWV DV FROODWHUDO LQ
H[FKDQJH IRU FHUWLILFDWHV1 ,I WKH FRPPLWWHH DSSURYHG WKH VXEPLWWHG DVVHWV/ RIIHUHG LQ H[FKDQJH/
WKHQ FHUWLILFDWHV ZRXOG EH LVVXHG RQO\ XS WR D SHUFHQWDJH RI WKH IDFH YDOXH RI WKH DVVHWV1 7KH EDQN
ERUURZLQJ DJDLQVW LWV LOOLTXLG DVVHWV ZRXOG KDYH WR SD\ LQWHUHVW RQ WKH FHUWLILFDWHV WR WKH
FOHDULQJKRXVH1 7KH FHUWLILFDWHV FRXOG WKHQ EH XVHG WR KRQRU LQWHUEDQN REOLJDWLRQV ZKHUH WKH\
UHSODFHG FDVK/ ZKLFK LQVWHDG FRXOG EH XVHG WR SD\ RXW WR GHSRVLWRUV1
7KH FOHDULQJKRXVH ORDQ FHUWLILFDWH SURFHVV LV WKH RULJLQ RI WKH GLVFRXQW ZLQGRZ +DQG LV GHVFULEHG
LQ GHWDLO LQ WKH DERYH FLWHG VRXUFHV,/ DQG VHUYHV WKH VDPH IXQFWLRQ1 2QH GLIIHUHQFH/ KRZHYHU/ LV
WKDW XQGHU WKH SULYDWH FOHDULQJKRXVH V\VWHP D PHPEHU EDQN¶V DSSOLFDWLRQ IRU ORDQ FHUWLILFDWHV ZDV
VHFUHW1 7KH LGHQWLW\ RI D ZHDN PHPEHU EDQN ZDV QRW UHYHDOHG1 1RWDEO\/ WKH ORDQ FHUWLILFDWHV ZHUH
WKH MRLQW REOLJDWLRQV RI WKH FOHDULQJKRXVH PHPEHU EDQNV> WKH ULVN RI PHPEHU EDQNV GHIDXOWLQJ ZDV
VKDUHG E\ DOORFDWLQJ PHPEHU OLDELOLWLHV LQ SURSRUWLRQ WR PHPEHU EDQN FDSLWDO1 7KXV/ WKH
FHUWLILFDWHV ZHUH D ULVN0VKDULQJ GHYLFH/ ZKHUH WKH PHPEHUV MRLQWO\ DVVXPHG WKH ULVN WKDW
LQGLYLGXDO PHPEHU EDQNV ZRXOG IDLO1
’XULQJ WKH 3DQLFV RI 4;:6/ 4;<6/ DQG 4<3: WKH FOHDULQJKRXVH ORDQ FHUWLILFDWH SURFHVV ZDV
H[WHQGHG/ LQ LQFUHDVLQJO\ VRSKLVWLFDWHG ZD\V/ LQ D UDGLFDO LQQRYDWLRQ1 ,Q SDUWLFXODU/ WKH
FOHDULQJKRXVH ORDQ FHUWLILFDWHV ZHUH LVVXHG GLUHFWO\ WR EDQN GHSRVLWRUV/ LQ H[FKDQJH IRU GHPDQG
GHSRVLWV/ LQ GHQRPLQDWLRQV FRUUHVSRQGLQJ WR FXUUHQF\1 7KH DPRXQW RI SULYDWH PRQH\ LVVXHG
GXULQJ WLPHV RI SDQLF ZDV VXEVWDQWLDO1 ’XULQJ WKH 3DQLF RI 4;<6 DERXW ’433 PLOOLRQ RI43
FOHDULQJKRXVH KDQG0WR0KDQG PRQH\ ZDV LVVXHG +518 SHUFHQW RI WKH PRQH\ VWRFN,1 ’XULQJ WKH
3DQLF RI 4<3:/ DERXW ’833 PLOOLRQ ZDV LVVXHG +718 SHUFHQW RI WKH PRQH\ VWRFN,1 6HH *RUWRQ
+4<;8,1 ,I WKH GHSRVLWRUV ZRXOG DFFHSW WKH FHUWLILFDWHV DV PRQH\/ WKHQ WKH EDQNV¶ LOOLTXLG ORDQ
SRUWIROLRV ZRXOG EH GLUHFWO\ PRQHWL]HG1 $V XQGHU WKH LQWHUEDQN DUUDQJHPHQW RI ORDQ FHUWLILFDWHV/
WKH FHUWLILFDWHV LVVXHG GLUHFWO\ WR WKH SXEOLF ZHUH WKH MRLQW OLDELOLW\ RI WKH FOHDULQJKRXVH/ QRW WKH
LQGLYLGXDO EDQN1 ,Q WKLV ZD\/ D GHSRVLWRU ZKR ZDV IHDUIXO WKDW KLV SDUWLFXODU EDQN PLJKW IDLO ZDV
DEOH WR LQVXUH DJDLQVW WKLV HYHQW E\ WUDGLQJ KLV FODLP RQ WKH LQGLYLGXDO EDQN IRU D FODLP RQ WKH
SRUWIROLR RI EDQNV LQ WKH FOHDULQJKRXVH1 7KLV ZDV WKH RULJLQ RI GHSRVLW LQVXUDQFH1
7KH FOHDULQJKRXVHV LQ WKH 8161 DOVR GHYHORSHG EDQN H[DPLQDWLRQ DQG VXSHUYLVLRQ PHWKRGV/ DV
ZHOO DV UHSRUWLQJ V\VWHPV IRU LQIRUPDWLRQ WR EH PDGH SXEOLF RQ D UHJXODU EDVLV1+ $V SUHYLRXVO\
PHQWLRQHG/ WKH UHYHODWLRQ RI LQIRUPDWLRQ DERXW LQGLYLGXDO EDQNV ZDV VXVSHQGHG GXULQJ EDQNLQJ
SDQLFV1,
7KH 8161 FOHDULQJKRXVH V\VWHP ZDV QRW WKH RQO\ SULYDWH FHQWUDO EDQN0OLNH LQVWLWXWLRQ1 %HIRUH WKH
8161 &LYLO :DU/ FRLQFLGHQW ZLWK WKH EHJLQQLQJV RI WKH FOHDULQJKRXVH V\VWHP/ WKH 6XIIRON %DQN RI
0DVVDFKXVHWWV ZDV WKH IRFDO SRLQW RI D FOHDULQJ V\VWHP DQG DFWHG DV D OHQGHU0RI0ODVW0UHVRUW GXULQJ
WKH 3DQLF RI 4;6:1 6HH 0XOOLQHDX[ +4<;:,/ &DORPLULV DQG .DKQ +4<<9,/ 5ROQLFN/ 6PLWK/ DQG
:HEHU +4<<;D/ 4<<;E,/ DQG :KLWQH\ +4;:;,1
%DQN FRDOLWLRQV DUH DOVR QRW XQLTXH WR WKH 8QLWHG 6WDWHV1 6HH &DQQRQ +4<3;/ 4<43, IRU
LQIRUPDWLRQ RQ WKH FOHDULQJKRXVHV RI (QJODQG/ &DQDGD/ DQG -DSDQ1 :KLOH PRVW FRXQWULHV GLG QRW
H[SHULHQFH EDQNLQJ SDQLFV DV IUHTXHQWO\ DV WKH 8161/ WKHUH DUH PDQ\ H[DPSOHV RI EDQN FRDOLWLRQV
IRUPLQJ RQ RFFDVLRQ LQ RWKHU FRXQWULHV DV ZHOO1 :H PHQWLRQ D IHZ H[DPSOHV1 7KH &OHDULQJ
+RXVH RI 0RQWUHDO ZDV PDLQWDLQHG E\ WKH &DQDGLDQ %DQNHUV¶ $VVRFLDWLRQ DQG/ DFFRUGLQJ WR
:DWWV +4<:5,/ ZDV RIILFLDOO\ UHFRJQL]HG LQ 4<34 ￿DV DQ DJHQF\ IRU WKH VXSHUYLVLRQ DQG FRQWURO RI
FHUWDLQ DFWLYLWLHV RI WKH EDQNV¶ +S1 4;,1 $ F F R U G L Q JW R% R U G RD Q G5 H G L V K+4<;:, ‡WKH %DQN RI
0RQWUHDO +IRXQGHG LQ 4;4:, HPHUJHG YHU\ HDUO\ DV WKH JRYHUQPHQW¶V EDQN SHUIRUPLQJ PDQ\
FHQWUDO EDQN IXQFWLRQV1 +RZHYHU/ WKH %DQN RI 0RQWUHDO QHYHU HYROYHG LQWR D IXOO0IOHGJHG FHQWUDO
EDQN DV GLG WKH %DQN RI (QJODQG +RU WKH JRYHUQPHQW¶V EDQN LQ RWKHU FRXQWULHV, SHUKDSV EHFDXVH
RI WKH ULYDOU\ RI RWKHU ODUJH &DQDGLDQ EDQNV +IRU H[DPSOH WKH 5R\DO %DQN,1· 6HH :DWWV +4<:5,/
+DXEULFK +4<<3,/ DQG %UHFNHQULGJH +4<43,1
7KH SDWWHUQ RI WKH %DQN RI 0RQWUHDO +DQG HDUOLHU SUHFXUVRUV OLNH WKH 6XIIRON %DQN LQ WKH 8161, LQ
ZKLFK WKH EDQN FRDOLWLRQ LV FHQWHUHG RQ RQH ODUJH EDQN/ LV TXLWH FRPPRQ1 $QRWKHU FRPPRQ
IHDWXUH LV WKH FRRSHUDWLRQ RI D +SHUKDSV/ LQIRUPDO, FRDOLWLRQ RI EDQNV ZLWK WKH JRYHUQPHQW WR44
UHVFXH D EDQN LQ WURXEOH RU VWHP D SDQLF1 )RU H[DPSOH/ PDMRU &DQDGLDQ EDQNV MRLQHG ZLWK WKH
&DQDGLDQ JRYHUQPHQW WR DWWHPSW D UHVFXH RI WKH &DQDGLDQ &RPPHUFLDO %DQN LQ 0DUFK4<;81 6HH
-D\DQWL/ :K\WH/ DQG ’R +4<<6,1 6LPLODUO\/ LQ *HUPDQ\ WKH %DQNKDXV +HUVWDWW ZDV FORVHG RQ -XQH
59/ 4<:71 7KHUH ZDV QR VWDWXWRU\ GHSRVLW LQVXUDQFH VFKHPH LQ *HUPDQ\/ EXW WKH :HVW *HUPDQ
)HGHUDO $VVRFLDWLRQ RI EDQNV XVHG ’:1; PLOOLRQ LQ LQVXUDQFH WR FRYHU WKH ORVVHV1
$V PHQWLRQHG LQ WKH ,QWURGXFWLRQ/ *HUPDQ\ LV D SDUWLFXODUO\ LQWHUHVWLQJ FDVH EHFDXVH LW LV D
GHYHORSHG FDSLWDOLVW FRXQWU\ ZKHUH GHSRVLW LQVXUDQFH LV FRPSOHWHO\ SULYDWH/ EHLQJ SURYLGHG E\
FRDOLWLRQV RI SULYDWH EDQNV +WKHUH LV D FRDOLWLRQ IRU HDFK RI WKH WKUHH W\SHV RI EDQNLQJ LQVWLWXWLRQV,
IROORZLQJ WKH +HUVWDWW FULVLV RI 4<:7 +VHH %HFN +QR GDWH,,1 ,W LV QRW FRPSXOVRU\ DQG WKHUH LV QR
SXEOLF VXSHUYLVLRQ1 *HUPDQ\ LV LQWHUHVWLQJ LQ EHLQJ VR ODWH LQ GHYHORSLQJ HYHQ D IRUPDO SULYDWH
FRDOLWLRQ1 %XW/ WKH *HUPDQ EDQNLQJ V\VWHP LV RQH GRPLQDWHG E\ D IHZ YHU\ ODUJH EDQNV1 *RUWRQ
DQG +XDQJ +5334, ODEHO VXFK V\VWHPV %LJ %DQN 6\VWHPV DQG DUJXH WKDW VXFK V\VWHPV KDYH D
PXFK ORZHU LQFLGHQFH RI SDQLF DQG KHQFH QRW PXFK QHHG IRU EDQN FRDOLWLRQV1 ,Q VXEVHTXHQW
IDLOXUHV/ WKH FRDOLWLRQ RI *HUPDQ EDQNV ZRUNHG LQ FRQFHUW ZLWK SXEOLF RIILFLDOV WR UHVROYH WKH
VLWXDWLRQV +VHH %HFN +QR GDWH,,1
7R VXPPDUL]H/ SULYDWH FRDOLWLRQV RI EDQNV KDYH KLVWRULFDOO\ EHHQ LPSRUWDQW LQ IXQFWLRQLQJ DV
OHQGHU0RI0ODVW0UHVRUW DQG LQ SURYLGLQJ GHSRVLW LQVXUDQFH1 (YHQ WRGD\/ SULYDWH FRDOLWLRQV SHUIRUP
WKLV IXQFWLRQ LQ PDQ\ FRXQWULHV1
’1 7KH ‡&XUUHQF\ )DPLQH· ’XULQJ 3DQLFV
%DQNLQJ SDQLFV PD\ EH FRVWO\ EHFDXVH WKH\ GLVUXSW WKH HFRQRP\¶V WUDQVDFWLRQ WHFKQRORJ\/ ZKLFK
LV EDVHG LQ ODUJH SDUW RQ FRQGXFWLQJ WUDGH ZLWK EDQN QRWHV DQG EDQN GHSRVLWV1 %HFDXVH DJHQWV LQ
WKH HFRQRP\ GRXEW WKH YDOXH RI EDQN FLUFXODWLQJ OLDELOLWLHV GXULQJ SDQLFV/ DQG EHFDXVH EDQNV
VXVSHQG FRQYHUWLELOLW\/ WUDGH FDQ QR ORQJHU EH FRQGXFWHG ZLWK EDQN OLDELOLWLHV/ EXW RQO\ ZLWK
FXUUHQF\1 $V D UHVXOW RI WKLV/ VFDUHG DJHQWV EHJLQ WR KRDUG FXUUHQF\/ UHIXVLQJ WR GHSRVLW LW LQWR
EDQNV1 7KLV FDXVHV FXUUHQF\ WR JR D SUHPLXP1 &RPSDQLHV FDQQRW PHHW SD\UROOV RU FRQGXFW
EXVLQHVV> PRQH\ VXEVWLWXWHV EHJLQ WR GHYHORS1 7KH GLVUXSWLRQ RI WKH WUDQVDFWLRQV V\VWHP KDV EHHQ
GHVFULEHG DV D ‡FXUUHQF\ IDPLQH1· 7KLV GHVFULSWLRQ RI D SDQLF KDV QRW EHHQ IRUPDOO\ VWXGLHG E\
PRGHUQ UHVHDUFKHUV/ EXW FRUUHVSRQGV WR WKH REVHUYDWLRQV RI FRQWHPSRUDU\ REVHUYHUV DQG HDUO\ 53
WK
FHQWXU\ UHVHDUFKHUV1 :H EULHIO\ SURYLGH PRUH GHWDLO1
6SUDJXH +4<43, GHVFULEHV WKH DIWHUPDWK RI D SDQLF LQ WKLV ZD\= ‡$ IDU PRUH VHULRXV FDXVH RI
GLVWXUEDQFH IURP WKH VXVSHQVLRQ RI SD\PHQWV LV WKH GLVORFDWLRQ RI WKH GRPHVWLF H[FKDQJHV1 ,Q45
PDNLQJ SD\PHQWV DW D GLVWDQFH ORFDO VXEVWLWXWHV IRU PRQH\ ZLOO QRW VHUYH1 :KHQ WKH EDQNV LQ RQH
ORFDOLW\ UHIXVH WR UHPLW WR EDQNV HOVHZKHUH XSRQ GUDIWV DQG FKHFNV VHQW WR WKHP IRU SD\PHQW
EXVLQHVV PXVW VRRQ FRPH WR D VWDQGVWLOO· +S1: 8 , 1 :KHQ EDQN OLDELOLWLHV DUH QR ORQJHU DFFHSWDEOH
DV WUDQVDFWLRQV PHGLD/ DJHQWV LQ WKH HFRQRP\ VWDUW WR KRDUG FDVK1 $JDLQ/ 6SUDJXH +4<43, ZULWHV=
‡8QFHUWDLQ ZKHWKHU WKH EDQNV ZRXOG SURYLGH WKH PRQH\ WKH\ PLJKW VKRUWO\ QHHG/ PDQ\ SHUVRQV
EHJDQ WR GLVFRQWLQXH SD\LQJ LQWR WKH EDQNV FDVK UHFHLYHG LQ WKH FRXUVH RI GDLO\ EXVLQHVV·
+6SUDJXH/ S1 9;,1 ,QVWHDG/ SHRSOH KRDUG FXUUHQF\1 6HH 6SUDJXH +4<43,/ $QGUHZ +4<3;D/ E,/ DQG
1R\HV +4<3<,1
6XFK KRDUGLQJ RI FXUUHQF\ KDG WZR HIIHFWV1 )LUVW/ EXVLQHVVHV FDQQRW PHHW SD\UROOV EHFDXVH WKHUH
LV QRW HQRXJK FXUUHQF\ +VHH/ H1J1/ 6SUDJXH +4<43,/ S1 :4,1 6SUDJXH +S1 535, TXRWHV WKH
&RPPHUFLDO DQG )LQDQFLDO &KURQLFOH/ 6HSWHPEHU 49/ 4;<6=
7KH PRQWK RI $XJXVW ZLOO UHPDLQ PHPRUDEOH DV RQH RI WKH PRVW UHPDUNDEOH LQ RXU
LQGXVWULDO KLVWRU\1 1HYHU EHIRUH KDV WKHUH EHHQ VXFK D VXGGHQ DQG VWULNLQJ FHVVDWLRQ RI
LQGXVWULDO DFWLYLW\1 1RU ZDV DQ\ VHFWLRQ RI WKH FRXQWU\ H[HPSW IURP WKH SDUDO\VLV> PLOOV/
IDFWRULHV/ IXUQDFHV/ PLQHV QHDUO\ HYHU\ZKHUH VKXW GRZQ LQ ODUJH QXPEHUV/ DQG FRPPHUFH
DQG HQWHUSULVH ZHUH DUUHVWHG LQ DQ H[WUDRUGLQDU\ DQG XQSUHFHGHQWHG GHJUHH1 7KH
FRPSOHWH XQVHWWOHPHQW RI FRQILGHQFH DQG WKH GHUDQJHPHQW RI RXU ILQDQFLDO PDFKLQHU\/
ZKLFK PDGH LW LPSRVVLEOH WR REWDLQ ORDQV RU VHOO GRPHVWLF H[FKDQJH DQG ZKLFK SXW PRQH\
WR D SUHPLXP RYHU FKHFNV/ KDG WKH HIIHFW RI VWRSSLQJ WKH ZKHHOV RI LQGXVWU\ DQG RI
FRQWUDFWLQJ SURGXFWLRQ DQG FRQVXPSWLRQ ZLWKLQ WKH QDUURZHVW RI OLPLWV/ VR WKDW RXU
LQWHUQDO WUDGH ZDV UHGXFHG WR YHU\ VPDOO SURSRUWLRQV 00 LQ IDFW/ ZDV EURXJKW DOPRVW WR D
VWDQGVWLOO – DQG KXQGUHGV DQG WKRXVDQGV RI PHQ WKURZQ RXW RI HPSOR\PHQW1+ S 1 779 RI
WKH &KURQLFOH,1
6HFRQG/ FXUUHQF\ JRHV WR D SUHPLXP/ ZKLFK FDXVHV PRQH\ VXEVWLWXWHV WR DULVH1 6HH 6SUDJXH
+4<43,/ $QGUHZ +4<3;D/ E,/ DQG 1R\HV +4<3<,1 $QGUHZ +4<3:D, DQG 6SUDJXH +4<43, UHFRUG WKH
FXUUHQF\ SUHPLD GXULQJ YDULRXV SDQLFV1 ’XULQJ WKH 3DQLF RI 4<3: W K HS U H P L X PZ D VD VK L J KD V7
SHUFHQW1 $JDLQ/ 6SUDJXH ZULWHV= ‡:KLOH LW LV SRVVLEOH/ WKRXJK QRW SUREDEOH/ WKDW WKH FXUUHQF\
SUHPLXP LQFUHDVHG WKH GRPHVWLF PRQH\ VXSSO\/ LW LV FHUWDLQ WKDW LW YDVWO\ LQFUHDVHG WKH DPRXQW RI
PRQH\ UHTXLUHG IRU D JLYHQ YROXPH RI WUDQVDFWLRQV1 (YLGHQFH IRU WKLV FRQFOXVLRQ LV IRXQG LQ WKH
DSSDUHQW GHDUWK RI PRQH\ ZKLFK IROORZHG LPPHGLDWHO\ WKH DQQRXQFHPHQW WKDW EDQNV UHVWULFWHG
SD\PHQWV· +S1 4<809,1 $QGUHZ +4<3:E, GHVFULEHV DQG HVWLPDWHV WKH YROXPH RI VXEVWLWXWHV IRU FDVK
WKDW DURVH GXULQJ WKH 3DQLF RI 4<3:1
:KLOH WKH FOHDULQJKRXVH V\VWHP GHYHORSHG RYHU WKH FRXUVH RI WKH 4<
WK FHQWXU\/ FOHDULQJKRXVH
PRQH\ LVVXHG GXULQJ SDQLFV ZDV QRW VXIILFLHQW WR HOLPLQDWH WKH KRDUGLQJ RI FDVK DQG WKH
FRQVHTXHQW FXUUHQF\ SUHPLD1 7KH VKRFN RI WKH SDQLF WR WKH WUDQVDFWLRQV V\VWHP ZDV VXGGHQ DQG
XQHYHQ/ HIIHFWLQJ PRUH GLVWDQW DUHDV PRUH GUDPDWLFDOO\1 %HFDXVH RI ZLWKGUDZDOV IURP EDQNV MXVW46
SULRU WR VXVSHQVLRQ RI FRQYHUWLELOLW\ WKH PRQH\ VXSSO\ ZRXOG GURS/ YLD WKH PRQH\ PXOWLSOLHU1
7KHQ/ WKH RXWVWDQGLQJ EDQN OLDELOLWLHV ZRXOG QR ORQJHU EH DFFHSWDEOH1 7KH H[WHQW RI WKH
FRQVHTXHQW UHDO HIIHFWV RQ SURGXFWLRQ DQG RXWSXW KDV QRW EHHQ IRUPDOO\ VWXGLHG1
,,,1 7KH 0RGHO
7KH HYLGHQFH LQ 6HFWLRQ ,, VXJJHVWV WKDW EDQNLQJ V\VWHPV DUH QRW LQKHUHQWO\ XQVWDEOH DQG WKDW
SDQLFV DUH UHODWHG WR WKH LQGXVWULDO RUJDQL]DWLRQ RI WKH EDQNLQJ V\VWHP1 *RUWRQ DQG +XDQJ +5334,
SUHVHQW D PRGHO FRQVLVWHQW ZLWK WKLV HYLGHQFH1 ,Q WKLV VHFWLRQ ZH UHYLHZ WKH GHWDLOV RI WKHLU PRGHO
DQG VXPPDUL]H WKHLU UHVXOWV/ DV D SUHOXGH WR H[WHQGLQJ WKHLU DQDO\VLV1 7KHUH DUH WZR FRUH
DVVXPSWLRQV LQ WKH PRGHO1 )LUVW/ WKHUH LV DV\PPHWULF LQIRUPDWLRQ= EDQNV DUH EHWWHU LQIRUPHG WKDQ
WKHLU GHSRVLWRUV1 6HFRQG/ EDQNV PD\ HQJDJH LQ PRUDO KD]DUG LI WKHLU HTXLW\ IDOOV EHORZ D FULWLFDO
YDOXH1 7KHVH DUH IDLUO\ VWDQGDUG DVVXPSWLRQV1 1RW VXUSULVLQJO\ WKHVH DVVXPSWLRQV OHDG GHSRVLWRUV
WR VRPHWLPHV ZDQW WR ZLWKGUDZ WKHLU EDQN GHSRVLWV1 :LWKGUDZDOV PD\ EH LQHIILFLHQW EHFDXVH WKH
EDQN PD\/ LQ IDFW/ EH TXLWH ZHOO RII/ EXW GHSRVLWRUV GR QRW NQRZ WKLV1
$1 7KH *RUWRQ DQG +XDQJ +5334, 0RGHO
7KH PRGHO HFRQRP\ KDV WKUHH GDWHV/3 /4 /DQG 5/ DQG WZR W\SHV RI DJHQWV= FRQVXPHUV2GHSRVLWRUV
DQG EDQNHUV1
%DQNHUV DUH XQLTXH LQ KDYLQJ WKH DELOLW\ WR ORFDWH ULVN\ LQYHVWPHQW RSSRUWXQLWLHV1 $OVR/ RQO\
EDQNV FDQ VWRUH HQGRZPHQWV +L1H1/ SURYLGH WKH VHUYLFH RI VDIHNHHSLQJ,1 7KHUH LV D FRQWLQXXP RI
EDQNHUV1 (DFK EDQNHU KDV FDSLWDO E DQG D PHDVXUH RQH RI SRWHQWLDO GHSRVLWRUV1 (DFK EDQN KDV
DFFHVV WR D ULVNOHVV VWRUDJH WHFKQRORJ\ DQG WR D ULVN\ LQYHVWPHQW WHFKQRORJ\1 7KH IUDFWLRQ RI WKH
SRUWIROLR LQYHVWHG LQ WKH ULVNOHVV VWRUDJH WHFKQRORJ\ LV D/ VXEVHTXHQWO\ UHIHUUHG WR DV ‡UHVHUYHV1·
,QYHVWPHQWV LQ WKH ULVN\ SURMHFWV KDYH WR EH PDGH DW GDWH 3/ DQG WKH UHWXUQV DUH UHDOL]HG DW GDWH 51
7KH GDWH 5 UHWXUQ WR D ULVN\ SURMHFW GHSHQGV RQ WKH VWDWH RI WKH HFRQRP\/ ZKLFK LV D UDQGRP
YDULDEOH/ UHDOL]HG DW GDWH 41 7KH UHWXUQ WR D XQLW +RI HQGRZPHQW JRRG, LQYHVWHG LQ WKH ULVN SURMHFW
LV U a a ￿ S / WKDW LV/ WKHUH LV D V\VWHPDWLF FRPSRQHQW/S a/ DQG DQ LGLRV\QFUDWLF FRPSRQHQW/ U a/ WR WKH
UHWXUQ1 S a LV XQLIRUPO\ GLVWULEXWHG LQ WKH LQWHUYDO >S// S+@1 )RU IXWXUH UHIHUHQFH/ WKH SUREDELOLW\





{ 1 7KH LGLRV\QFUDWLF UHWXUQ IRU47
D ULVN\ SURMHFW/ U a / LV XQLIRUPO\ GLVWULEXWHG LQ WKH LQWHUYDO >￿/ º0@1 )RU IXWXUH UHIHUHQFH/ WKH






$W GDWH 4/ LQIRUPDWLRQ DERXW WKH GDWH 5 UHWXUQ LV UHDOL]HG/ EXW WKHUH LV DV\PPHWULF LQIRUPDWLRQ
EHWZHHQ EDQNHUV DQG GHSRVLWRUV1 ’HSRVLWRUV REVHUYH WKH UHDOL]HG VWDWH RI WKH PDFURHFRQRP\ +S,/
EXW WKH\ GR QRW REVHUYH WKH UHDOL]HG VWDWH RI WKHLU EDQN¶V LGLRV\QFUDWLF UHWXUQ/ U1 ,Q DGGLWLRQ WR
REVHUYLQJ WKH PDFURHFRQRPLF VWDWH/ HDFK EDQNHU NQRZV KLV RZQ EDQN¶V VWDWH/ U/ DQG REVHUYHV WKH
UHDOL]DWLRQV RI RWKHU EDQNV¶ LGLRV\QFUDWLF VKRFNV DW GDWH 41 ,GLRV\QFUDWLF VKRFN UHDOL]DWLRQV DW GDWH
4 DUH QRW YHULILDEOH DPRQJ EDQNV/ EXW UHDOL]HG FDVK IORZV DW GDWH 5 DUH YHULILDEOH1 6R/ EDQNV
FDQQRW ZULWH FRQWUDFWV ZLWK RWKHU EDQNV FRQWLQJHQW RQ LGLRV\QFUDWLF VKRFNV DW GDWH 41 $W GDWH 3/
ZH DVVXPH WKDW WKH EDQNV¶ FKRLFH RI UHVHUYH OHYHO D/ DQG WKH OHYHO RI EDQN FDSLWDO E/ DUH
REVHUYDEOH DQG YHULILDEOH1
7KHUH LV D PRUDO KD]DUG SUREOHP LQ WKDW EDQNHUV KDYH DQ RSSRUWXQLW\ WR HQJDJH LQ IUDXG DW GDWH 41
)UDXG LV VRFLDOO\ ZDVWHIXO1 ,I D EDQNHU HQJDJHV LQ IUDXG/ KH JHWV D SURSRUWLRQ I RI WKH UHWXUQ +L1H1
I+S.U,,/ ZKHUH I LV EHWZHHQ 3 DQG 41 7KH UHPDLQLQJ DPRXQW/+ 4 ￿ I ,+S.U,/ LV ZDVWHG DQG GHSRVLWRUV
UHFHLYH QRWKLQJ1 3URMHFWV FDQ EH OLTXLGDWHG DW GDWH 4/ \LHOGLQJ D FRQVWDQW UHWXUQ RI 4/ UHJDUGOHVV RI
WKH VWDWH RI WKH SURMHFW1 $ ULVN\ SURMHFW LV LQGLYLVLEOH ZKHQ OLTXLGDWLRQ RFFXUV1 $OWKRXJK DW GDWH 3/
D EDQNHU FDQ FKRRVH KRZ PXFK WR LQYHVW LQ D ULVN\ SURMHFW/ DW GDWH 4 DOO WKH DVVHWV LQ D ULVN\
SURMHFW PXVW EH OLTXLGDWHG LI OLTXLGDWLRQ RFFXUV1
(DFK GHSRVLWRU2FRQVXPHU LV HQGRZHG ZLWK RQH +LQGLYLVLEOH, XQLW RI SHULVKDEOH HQGRZPHQW JRRG DW
GDWH 31 $W GDWH 3 HDFK GHSRVLWRU FDQ FKRRVH WR FRQVXPH RU GHSRVLW LQ WKH EDQN1 ,I WKH\ GHSRVLW LQ
WKH EDQN/ WKH\ FDQ FKRRVH WR ZLWKGUDZ DW GDWH 4 RU GDWH 5+ VHH WKH GLVFXVVLRQ LQ *RUWRQ DQG +XDQJ
+5334, FRQFHUQLQJ WKH RSWLPDOLW\ RI WKH GHSRVLW FRQWUDFW,1 ’HSRVLWRUV KDYH D VXEVLVWHQFH OHYHO RI
41 7KHLU XWLOLW\ IXQFWLRQ LV=
ZKHUH FL LV FRQVXPSWLRQ DW GDWH L1 ’HSRVLWRUV ZLOO FRQVXPHU HYHU\WKLQJ DW D VLQJOH GDWH DQG ZLOO
SUHIHU WR FRQVXPHU ODWHU LI WKH\ FDQ FRQVXPH WKH VDPH DPRXQW RI FRQVXPSWLRQ JRRGV1
’HSRVLWRUV* XWLOLW\ IXQFWLRQ LPSOLHV WKDW WKH\ ZLOO ZLWKGUDZ DW GDWH 4 LI WKH\ DQWLFLSDWH WKDW WKHUH LV
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WKDQ RQH XQLW EDFN LI WKHLU EDQNHU HQJDJHV LQ IUDXG/ DV H[SODLQHG EHORZ1 ’HSRVLWRUV GHSRVLW LQ D
VLQJOH EDQN1
)LQDOO\/ EDQNHUV DUH ULVN QHXWUDO DQG WKH\ JHW WKH HQWLUH VXUSOXV IURP LQYHVWPHQW1 7KH SURPLVHG
SD\PHQW WR GHSRVLWRUV LV HTXDO WR RQH/ QR PDWWHU ZKHQ +DW GDWH 4 RU GDWH 5, GHSRVLWRUV ZLWKGUDZ1
7R PDNH WKH SUREOHP LQWHUHVWLQJ/ *RUWRQ DQG +XDQJ +5334, DVVXPH WKDW=
$VVXPSWLRQ 41+ 4 . E ,+4￿I,+S/.0,?4 1 7KLV DVVXPSWLRQ DVVXUHV WKDW WKHUH LV D SRWHQWLDO PRUDO
KD]DUG SUREOHP1 6XSSRVH WKH HFRQRP\ WXUQV RXW WR EH LQ WKH ZRUVW SRVVLEOH VWDWH +S/, DW GDWH 41 ,I
D EDQNHU ZLWK WKH PHDQ UHWXUQ S/.0 HQJDJHV LQ IUDXG/ KH ZLOO UHFHLYH I+4.E,+S/.0,1 ,I KH GRHV
QRW HQJDJH LQ IUDXG/ KLV SD\RII ZLOO EH +4.E,+S/￿0￿￿41 7KH DVVXPSWLRQ WKDW +4.E,+4￿I,+S/.0,?
4HQVXUHV WKDW WKH EDQNHU KDV DQ LQFHQWLYH WR HQJDJH LQ IUDXG1
$VVXPSWLRQ 51 S/ !4!I + S +.50,1 ,Q ZRUGV/ WKHUH LV D GHDG ZHLJKW ORVV LI OLTXLGDWLRQ RU IUDXG
RFFXUV1
$VVXPSWLRQ 61 4 4 0
5
+ / ! ! ￿
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1 ,Q ZRUGV/ D ULVN\ SURMHFW LV PRUH HIILFLHQW H[ DQWH WKDQ
ULVNOHVV VWRUDJH/ LI WKHUH LV QR OLTXLGDWLRQ RU IUDXG1 +RZHYHU/ LI OLTXLGDWLRQ RU IUDXG KDSSHQV/ WKHQ
D ULVN\ SURMHFW LV GRPLQDWHG E\ LQYHVWPHQW LQ ULVNOHVV VWRUDJH1
$VVXPSWLRQ 71 +4.E,4!41 7KDW LV/ LI GHSRVLWRUV ZLWKGUDZ IURP WKHLU EDQN DW GDWH 4/ WKHQ WKHLU
GHSRVLW FRQWUDFW FDQ DOZD\V EH KRQRUHG1
’HSRVLWRUV DUH UDWLRQDO LQ DQWLFLSDWLQJ WKDW WKHLU EDQNHU PD\ KDYH DQ LQFHQWLYH WR HQJDJH LQ PRUDO
KD]DUG LQ FHUWDLQ VWDWHV RI WKH ZRUOG1 ,I GHSRVLWRUV DQWLFLSDWH WKDW WKH EDQNHU LV JRLQJ WR HQJDJH LQ
IUDXG/ WKH\ ZLWKGUDZ WKHLU GHSRVLWV WR SUHYHQW LW1 7KLV FRUUHVSRQGV WR PRQLWRULQJ1 %DQNHUV FDQ
FRPPLW WR QRW HQJDJH LQ PRUDO KD]DUG E\ KROGLQJ UHVHUYHV1 7KH KLJKHU WKH OHYHO RI UHVHUYHV/ WKH
ORZHU WKH SUREDELOLW\ WKDW D EDQN UXQ RFFXUV1 +RZHYHU/ H[ SRVW/ LI WKH VWDWH RI WKH HFRQRP\ LV LQ D
‡JRRG· VWDWH DW GDWH 4/ WKHQ LW ZRXOG KDYH EHHQ EHWWHU WR KDYH LQYHVWHG LQ ULVN\ SURMHFWV1 7KH
EDQNHUV* WDVN DW GDWH 3 LV WR FKRRVH DQ RSWLPDO UHVHUYH OHYHO/ D +WKH IUDFWLRQ RI EDQN DVVHWV KHOG LQ
WKH ULVNOHVV VWRUDJH WHFKQRORJ\,1 7KLV LV WKH RQO\ FKRLFH YDULDEOH1
%DQNV SURYLGH D ZD\ WR WUDQVIHU ZHDOWK IURP SHULRG WR SHULRG VLQFH WKH\ DUH XQLTXH LQ EHLQJ DEOH
WR LGHQWLI\ ULVN\ LQYHVWPHQW RSSRUWXQLWLHV> FRQVXPHUV2GHSRVLWRUV FDQQRW ILQG WKHVH RSSRUWXQLWLHV1
,Q DGGLWLRQ/ EDQNV FDQ SURYLGH D FODLP/ D GHPDQG GHSRVLW/ ZKLFK LV FRQVLVWHQW ZLWK WKH VXEVLVWHQFH49
UHTXLUHPHQW RI FRQVXPHUV1 %HFDXVH RI WKHLU XWLOLW\ IXQFWLRQV/ FRQVXPHUV QHHG WR EH DVVXUHG WKDW
WKHLU FODLP ZLOO EH ZRUWK 4 XQLW DQG EDQNV FDQ VDWLVI\ WKLV QHHG1 ,PSOLFLWO\/ LQGLYLGXDO EDQNV FDQ
GLYHUVLI\ WR WKLV H[WHQW1 7KH XWLOLW\ IXQFWLRQ LV D UHGXFHG IRUP IRU D FRQVXPHU GHPDQG IRU D
ULVNOHVV WUDGLQJ FODLP +VHH *RUWRQ DQG 3HQQDFFKL +4<<3,,1 7KH VWUXFWXUH RI SUHIHUHQFHV GLFWDWHV
WKH W\SH RI FODLP WKDW EDQNV ZLOO RIIHU GHSRVLWRUV= WKH EDQN PXVW RIIHU WKH ULJKW WR ZLWKGUDZ
GHSRVLWV DW IDFH YDOXH DW GDWH 4/ L1H1/ D GHPDQG GHSRVLW FRQWUDFW1 7KLV LV IRU VLPSOLFLW\1
%1 6XPPDU\ RI WKH 5HVXOWV RQ ’LIIHUHQW 7\SHV RI %DQNLQJ 6\VWHPV
*RUWRQ DQG +XDQJ DQDO\]H WKUHH W\SHV RI EDQNLQJ V\VWHPV1 7KH ILUVW LV D V\VWHP RI LQGHSHQGHQW
XQLW EDQNV1 7KHVH DUH XQGLYHUVLILHG1 7KH VHFRQG LV D V\VWHP RI D IHZ ODUJH/ GLYHUVLILHG EDQNV1
7KH V\VWHP RI VPDOO LQGHSHQGHQW 8QLW %DQNV/ DQG WKDW RI %LJ %DQNV/ DV WKH\ DUH ODEHOHG/ DUH
HVVHQWLDOO\ EHQFKPDUN V\VWHPV IRU FRPSDULVRQ ZLWK WKH WKLUG V\VWHP/ ZKLFK LV RQH ZKHUH WKH
EDQNV IRUP D FRDOLWLRQ1
,Q WKH V\VWHP RI LQGHSHQGHQW/ 8QLW %DQNV/ WKH EDQNV DUH VPDOO LQ WKH VHQVH WKDW D EDQNHU LQ FKDUJH
RI D 8QLW %DQN FDQ RQO\ PDQDJH RQH ULVN\ SURMHFW1 6XFK D EDQNHU FDQQRW GLYHUVLI\ WKH ULVN E\
GLYLGLQJ KLV DVVHW SRUWIROLR LQWR PDQ\ ULVN\ SURMHFWV1 ,Q WKH 8QLW %DQNLQJ V\VWHP/ DW GDWH 4/
GHSRVLWRUV REVHUYH WKH VWDWH RI WKH PDFURHFRQRP\/ S/ DQG FDQ FDOFXODWH ZKHWKHU/ JLYHQ WKDW VWDWH/
WKHUH LV D FKDQFH WKDW WKHLU EDQNHU ZLOO HQJDJH LQ PRUDO KD]DUG1 %HFDXVH WKHLU XWLOLW\ IXQFWLRQV DUH
NLQNHG DQG WKH\ ZLOO JHW PLQXV LQILQLW\ LI FRQVXPSWLRQ LV OHVV WKDQ RQH/ GHSRVLWRUV GR QRW FDUH
DERXW WKH OLNHOLKRRG RI PRUDO KD]DUG RFFXUULQJ/ EXW UDWKHU ZKHWKHU WKHUH LV DQ\ FKDQFH RI PRUDO
KD]DUG RFFXUULQJ1 ,I GHSRVLWRUV ILQG WKDW WKHUH LV D FKDQFH WKDW EDQNHUV ZLOO HQJDJH LQ IUDXG +L1H1





,/ WKHQ WKH\ ZLWKGUDZ DOO WKHLU VDYLQJV1
4 6 L Q F HD O OW K HG H S R V L W R U VU H F H L Y HW K H
VDPH PDFURHFRQRPLF LQIRUPDWLRQ DQG DOO WKH EDQNV DUH/ IURP WKHLU YLHZSRLQW/ KRPRJHQHRXV/ LI
RQH EDQN VXIIHUV IURP D UXQ/ WKHUH DUH UXQV RQ DOO WKH RWKHU EDQNV1 7KHUHIRUH/ D SDQLF RFFXUV1 ,Q
WHUPV RI WKH PRGHO/ D EDQNLQJ SDQLF LV D GDWH 4 HYHQW LQ ZKLFK GHSRVLWRUV DW DOO EDQNV VHHN WR
ZLWKGUDZ WKHLU GHSRVLWV/ DQG DOO EDQNV DUH OLTXLGDWHG1
$W GDWH 3/ DQWLFLSDWLQJ ZKDW ZLOO KDSSHQ LQ GLIIHUHQW VWDWHV RI WKH ZRUOG DW GDWH 4/ EDQNHUV FKRRVH
WKH RSWLPDO UHVHUYH OHYHO WR PD[LPL]H WKHLU H[SHFWHG SD\RII1 2Q WKH RQH KDQG/ EDQNHUV ZDQW WR
PD[LPL]H LQYHVWPHQW LQ WKH ULVN\ SURMHFWV EHFDXVH WKLV LV PRUH SURILWDEOH/ EXW RQ WKH RWKHU KDQG/
WKH\ ZDQW WR DYRLG EHLQJ SUHPDWXUHO\ OLTXLGDWHG LQ D EDQNLQJ SDQLF DW GDWH 41 :KHQ WKH UHVHUYH4:
OHYHO LV JUHDWHU WKDQ RU HTXDO WR
/
/
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HYHQ LI WKH PDFURHFRQRP\ LV LQ LWV ORZHVW VWDWH S/1 7KHUH LV D XQLTXH RSWLPDO OHYHO RI UHVHUYHV LQ
WKH LQWHUYDO @ / 3 > D WKDW VROYHV D 8QLW %DQN¶V GDWH 3 SURILW PD[LPL]DWLRQ SUREOHP1
7KH ‡%LJ %DQN· V\VWHP LV D GLIIHUHQW IRUP RI LQGXVWULDO RUJDQL]DWLRQ1 $ %LJ %DQN LV D EDQN ZLWK
D SRUWIROLR RI DVVHWV WKDW KDV D UHDOL]HG UHWXUQ RI S . 0D WG D W H41 ,Q RWKHU ZRUGV/ L W VU H W X U QL VW K H
V\VWHPDWLF UHWXUQ SOXV WKH GLYHUVLILHG LGLRV\QFUDWLF PHDQ UHWXUQ/ 01 7KLV LV WKH HVVHQWLDO SRLQW/
QDPHO\/ WKDW WKH LGLRV\QFUDWLF ULVN LV GLYHUVLILHG DZD\/ LPSOLFLWO\ E\ YLUWXH RI WKH EDQN¶V VL]H YLD
EUDQFKLQJ1 &RQVHTXHQWO\/ DW GDWH 4/ ZKHQ WKH VWDWH RI WKH HFRQRP\ LV UHYHDOHG/ W K HU H W X U QW RD% L J
%DQN*V ULVN\ SURMHFWV LV DOVR NQRZQ1 7KH VWDWH RI PDFURHFRQRP\ LV VXIILFLHQW LQIRUPDWLRQ IRU
DVVHVVLQJ WKH VWDWH RI D %LJ %DQN1 $ VDU H V X O W /GHSRVLWRUV NQRZ IRU VXUH ZKHWKHU D %LJ %DQN LV
JRLQJ WR HQJDJH LQ PRUDO KD]DUG RU QRW1 ,I WKH\ DQWLFLSDWH WKDW WKHLU %LJ %DQN ZLOO HQJDJH LQ
IUDXG/ W K H \U X QR QW K H% L J% D Q N 1 2WKHUZLVH WKH\ ZDLW XQWLO GDWH 5 WR ZLWKGUDZ1
%HVLGHV WKH IDFW WKDW WKHUH LV QR LQIRUPDWLRQ DV\PPHWU\ ZLWK %LJ %DQNV/ WKHUH LV DQRWKHU YHU\
LPSRUWDQW GLIIHUHQFH1 %LJ %DQNV KDYH WKH IOH[LELOLW\ WR SDUWLDOO\ OLTXLGDWH WKHLU SRUWIROLRV DW GDWH
41 ,Q IDFW/ D %LJ %DQN RQO\ QHHGV WR OLTXLGDWH VRPH RI WKH ULVN\ SURMHFWV ZKHQ D EDQN UXQ RFFXUV1
,W LV DVVXPHG WKDW OLTXLGDWLRQ +DQG IUDXG, FDQ RFFXU DW WKH SURMHFW OHYHO1 ,Q RUGHU WR GHDO ZLWK
GHSRVLWRUV¶ ZLWKGUDZDOV DW GDWH 4/ D %LJ %DQN RQO\ QHHGV WR OLTXLGDWH D IUDFWLRQ [ RI WKH ULVN\
SURMHFWV VXFK WKDW D .+4.E￿D￿[4 LV HTXDO WR 41 $FWXDOO\/ KRZHYHU/ D %LJ %DQN FDQ GR HYHQ EHWWHU
LI LW FDQ FRPPLW WR QRW HQJDJH LQ IUDXG E\ OLTXLGDWLQJ VRPH RI WKH SURMHFWV DQG KROGLQJ WKH
SURFHHGV DV DGGLWLRQDO UHVHUYHV1 $OWKRXJK WKH ULVN\ SURMHFWV KDYH LGLRV\QFUDWLF UHWXUQV/ IRU
VLPSOLFLW\ ZH DVVXPH WKDW WKH\ KDYH WKH VDPH OLTXLGDWLRQ YDOXH 41
6XSSRVH WKH %LJ %DQN LV WR OLTXLGDWH D IUDFWLRQ [ RI WKH ULVN\ SURMHFWV1 ,W VKRXOG OLTXLGDWH
RSWLPDOO\/ DV IROORZV1 ,W ZLOO OLTXLGDWH WKRVH SURMHFWV WKDW KDYH UHDOL]HG LGLRV\QFUDWLF UHWXUQV/ U/ LQ
WKH LQWHUYDO >3/ [50@1 7KH UHPDLQLQJ +40[, IUDFWLRQ RI SURMHFWV KDV UHDOL]HG LGLRV\QFUDWLF UHWXUQV
U LQ WKH FRPSOHPHQWDU\ LQWHUYDO= >[50/5 0@1 7KH DYHUDJH UHWXUQ RQ WKH UHPDLQLQJ/ L1H1/
QRQOLTXLGDWHG/+ 4 0 [ ,IUDFWLRQ RI SURMHFWV LV 0 , [ 4 +
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￿ S 1 ,I WKH %LJ %DQN DOORZV
WKH UHPDLQLQJ SURMHFWV WR FRQWLQXH ZLWKRXW HQJDJLQJ LQ IUDXG/ LWV SD\RII LV D.+4.E￿D￿[4.
+4.E￿D￿+40[,+S￿ı￿￿[￿0￿041 ,I WKH %LJ %DQN HQJDJHV LQ IUDXG RQ WKH UHPDLQLQJ SURMHFWV/ LWV
SD\RII ZLOO EH I+4.E￿D￿+40[,+S￿ı￿￿[￿0￿￿ 7KHUHIRUH/ WR FRQYLQFH GHSRVLWRUV WKDW PRUDO KD]DUG
ZLOO QRW RFFXU WKH %LJ %DQN KDV WR OLTXLGDWH D IUDFWLRQ [ RI WKH ULVN\ SURMHFWV VXFK WKDW= D4;
.+4.E￿D￿[4.+4.E￿D￿+40[,+ S￿ı￿￿[￿0￿04 t I+4.E￿D￿+40[,+S￿ı￿￿[￿0￿￿ 7KH RSWLPDO [ LV WKH
VROXWLRQ WR WKH IROORZLQJ SUREOHP=
0D[ [ D .+4.E￿D￿[4 . +4.E￿D￿+40[,+S￿ı￿￿[￿0￿04
V1W1+ 4 . E￿D￿+40[,+ S￿ı￿￿[￿0￿ 04 t I+4.E￿D￿+40[,+ S￿ı￿￿[￿0￿
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*RUWRQ DQG +XDQJ VROYH WKLV SUREOHP DQG SURYLGH WKH XQLTXH RSWLPDO IUDFWLRQ WR OLTXLGDWH DW GDWH
41 7KHQ WKH GDWH 3 SUREOHP LV VROYHG IRU FKRLFH RI UHVHUYH OHYHO1 )RU SXUSRVHV KHUH/ QRWH WKDW LQ
WKH %LJ %DQN V\VWHP/ EDQNV PD\ H[SHULHQFH ZLWKGUDZDOV DW GDWH 4/ EXW WKH\ GR QRW IDLO/ L1H1/ WKH\
DUH QRW OLTXLGDWHG1 ,Q WKH PRGHO WKHUH LV QR GLIIHUHQFH EHWZHHQ WKH EDQN OLTXLGDWLQJ SURMHFWV DQG
KROGLQJ WKH SURFHHGV DV UHVHUYHV DQG ZLWKGUDZDOV1 ,Q RWKHU ZRUGV/ WKH %LJ %DQN V\VWHP FDQ EH
YLHZHG DV H[SHULHQFLQJ GHSRVLW ZLWKGUDZDOV/ EXW WKHUH DUH QR EDQN UXQV RU IDLOXUHV1 7KH %LJ %DQN
V\VWHP GRHV QRW H[SHULHQFH EDQNLQJ SDQLFV1 7KH LQGHSHQGHQW XQLW EDQNV KDYH EDQN UXQV/ DQG
IDLOXUHV/ EHFDXVH HDFK XQLW EDQN¶V SURMHFW LV LQGLYLVLEOH ZKHQ OLTXLGDWLRQ RFFXUV1
,Q EURDG RXWOLQHV/ WKH GLVWLQFWLRQ EHWZHHQ WKH %LJ %DQN V\VWHP DQG WKH V\VWHP RI VPDOO
LQGHSHQGHQW 8QLW %DQNV FRUUHVSRQGV WR WKH GLIIHUHQFH EHWZHHQ WKH &DQDGLDQ DQG 8161 EDQNLQJ
V\VWHPV1 $V PHQWLRQHG DERYH/ WKH &DQDGLDQ V\VWHP GLVSOD\HG IHZHU IDLOXUHV DQG QR SDQLFV1
&1 7KH 6HWWLQJ :LWK %DQN &RDOLWLRQV
)LQDOO\/ WKHUH LV WKH FDVH RI EDQN FRDOLWLRQV1 7KH EDVLF LGHD IRU WKH FRDOLWLRQ LV DV IROORZV1
6XSSRVH WKDW WKHUH DUH VPDOO LQGHSHQGHQW 8QLW %DQNV DW GDWH 31 7KHVH VPDOO 8QLW %DQNV FDQ
GHFLGH WR IRUP D FRDOLWLRQ DW GDWH 3 DQG WKH FRDOLWLRQ FDQ SDUWLDOO\ UHSOLFDWH WKH %LJ %DQN LQ FHUWDLQ
VWDWHV RI WKH ZRUOG DW GDWH 41 7KH FRDOLWLRQ LV GHILQHG E\ UXOHV FRQFHUQLQJ GDWH 3 UHVHUYH DQG
FDSLWDO OHYHOV/ DV ZHOO DV UXOHV LQGLFDWLQJ WKDW/ LI WKHUH LV D SDQLF DW GDWH 4/ WKHQ VRPH EDQNV DUH WR
EH OLTXLGDWHG DQG WKH UHPDLQLQJ EDQNV PXVW IROORZ D SUHVSHFLILHG VKDULQJ UXOH1+ 7KH GHWDLOV DUH LQ
*RUWRQ DQG +XDQJ +5334,1, $W GDWH 3/ 8QLW %DQNV FDQ JHW WRJHWKHU WR IRUP D FRDOLWLRQ DQG UHDFK
DQ DJUHHPHQW DERXW WKHLU LQGLYLGXDO FDSLWDO DQG UHVHUYH OHYHOV1 %HFDXVH WKH LGLRV\QFUDWLF VKRFNV
DUH QRW YHULILDEOH/ DQG WKXV QRW FRQWUDFWLEOH/ WKH FRDOLWLRQ KDV QR SRZHU WR IRUFH LWV PHPEHUV WR
FRPSO\ ZLWK WKH UXOHV DQG WKH PHPEHU EDQNV DUH IUHH WR TXLW DW DQ\ WLPH WKH\ ZDQW1 7KH RQO\
UHTXLUHPHQW WR EHFRPH D PHPEHU RI WKH FRDOLWLRQ DW GDWH 3 LV WR KROG WKH UHTXLUHG UHVHUYH OHYHO
+DQG FDSLWDO OHYHO,1 $W GDWH 4 WKH GHSRVLWRUV FDQQRW REVHUYH ZKHWKHU WKH FRDOLWLRQ UXOHV KDYH EHHQ4<
FDUULHG RXW RU QRW1 7KH\ FDQ RQO\ REVHUYH ZKHWKHU WKH FRDOLWLRQ OLTXLGDWHV VRPH RI WKH PHPEHU
EDQNV DQG FRPELQHV WKH DVVHWV DQG OLDELOLWLHV RI WKH UHPDLQLQJ PHPEHU EDQNV1
7KH RSHUDWLRQ RI WKH FRDOLWLRQ PHDQV WR DFKLHYH WZR JRDOV1 )LUVW/ E\ OLTXLGDWLQJ VRPH RI WKH
PHPEHU EDQNV WKH FRDOLWLRQ WULHV WR LQIRUP GHSRVLWRUV WKDW WKH QRQ0OLTXLGDWHG EDQNV DUH LQ
UHODWLYHO\ PRUH VRXQG VWDWHV1 7KLV SDUWLDOO\ DOOHYLDWHV WKH SDQLF FDXVHG E\ WKH DV\PPHWULF
LQIRUPDWLRQ EHWZHHQ WKH EDQNV DQG GHSRVLWRUV1 6HFRQG/ E\ SRROLQJ WKH OLDELOLWLHV WKH FRDOLWLRQ
WULHV WR FRQYLQFH GHSRVLWRUV WKDW LQFHQWLYHV WR HQJDJH LQ IUDXG FDQ EH UHPRYHG E\ PRQLWRULQJ DQG
FRLQVXUDQFH DPRQJ WKH UHPDLQLQJ EDQNV1
*RUWRQ DQG +XDQJ +5334, VKRZ WKDW LI WKHUH LV QR SDQLF DW GDWH 4 WKHQ QR EDQN FRDOLWLRQ ZLOO
RSHUDWH1 % D Q N VZ L O OE H K D Y HD V8 Q L W% D Q N V 1 %HFDXVH WKH UXOHV RI WKH FRDOLWLRQ/ DGRSWHG DW GDWH 3/
DUH QRW ELQGLQJ/ EDQNV DUH IUHH WR GHYLDWH IURP WKRVH UXOHV1 7KH\ FDQ/ LQ SULQFLSOH/ DGRSW DQ\ VHW
RI UXOHV FRQFHUQLQJ WUDQVIHUV DPRQJ PHPEHUV +DV ORQJ DV VXFK UXOHV VDWLVI\ WKH EXGJHW FRQVWUDLQW
IRU WKH FRDOLWLRQ,1 :LWKRXW D SDQLF/ EDQNV ZLOO DOZD\V GHYLDWH IURP WKH SURSRVHG FRDOLWLRQ UXOHV1
7KH EDQNLQJ SDQLF FUHDWHV DQ H[WHUQDOLW\ IRU EDQNV WKDW ZRXOG QRW HQJDJH LQ WKH PRUDO KD]DUG
SUREOHP/ WKH ‡JRRG· EDQNV1 ,I WKHVH JRRG EDQNV GLG QRW IDFH WKH SDQLF/ WKH\ ZRXOG KDYH QR
LQFHQWLYH WR PRQLWRU WKH EDQNV WKDW DUH JRLQJ WR HQJDJH LQ IUDXG/ WKH ‡EDG· EDQNV1 %HFDXVH
GHSRVLWRUV FDQQRW GLVWLQJXLVK JRRG EDQNV IURP EDG EDQNV/ DOO EDQNV IDFH WKH SURVSHFW RI EHLQJ
OLTXLGDWHG1 7KLV FUHDWHV WKH LQFHQWLYH IRU JRRG EDQNV WR PRQLWRU EDG EDQNV1
’HSRVLWRUV DQWLFLSDWH WKDW LI WKH\ GR QRW UXQ RQ WKH EDQNV/ WKH FRDOLWLRQ ZLOO QRW GR DQ\WKLQJ WR
SUHYHQW PHPEHU EDQNV IURP HQJDJLQJ LQ IUDXG1 6R/ WKH\ UXQ DOO EDQNV LI DQG RQO\ LI






5 2QFH WKH GHSRVLWRUV UXQ WKH EDQNV/ WKH FRDOLWLRQ KDV WR RSHUDWH WR FRQYLQFH
WKH GHSRVLWRUV WKDW LW FDQ UHPRYH WKH LQFHQWLYHV WR HQJDJH LQ IUDXG IURP VRPH RI LWV PHPEHU EDQNV
DQG WKHUHIRUH WKHUH LV QR QHHG WR OLTXLGDWH WKRVH EDQNV1
*RUWRQ DQG +XDQJ SURYH WKH H[LVWHQFH RI D FRDOLWLRQ HTXLOLEULXP +VHH WKHLU GHILQLWLRQ,1 ,Q WKLV
HTXLOLEULXP/ EDQNV ZLWK LGLRV\QFUDWLF VKRFNV U￿ >3/ [-+Dæ S,50@ DUH OLTXLGDWHG DQG WKHVH EDQNHUV
DUH SDLG D.+4.E0D,404/ WKHLU RXWVLGH RSWLRQ YDOXH RI GHYLDWLQJ IURP WKH FRDOLWLRQ1 7KH FXW0RII
SRLQW [-+D/S, LV JLYHQ E\= ‘‘ 4
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6 1R PHPEHU
EDQN TXLWV WKH FRDOLWLRQ DQG QR EDQN HQJDJHV LQ IUDXG1 )RU EDQNV WKDW DUH QRW OLTXLGDWHG WKHUH LV D
VSHFLILHG VHW RI WUDQVIHUV153
7KH FRDOLWLRQ EHKDYHV DV D OHQGHU0RI0ODVW0UHVRUW E\ PRQLWRULQJ DQG E\ SURYLGLQJ LQVXUDQFH1
0RQLWRULQJ FRUUHVSRQGV WR OLTXLGDWLQJ EDG EDQNV/ WKRVH ZLWK WKH ZRUVW LGLRV\QFUDWLF VKRFN
UHDOL]DWLRQV1 0HPEHU EDQNV RI W\SH U￿ >3/ [-+Dæ S,50@ DUH OLTXLGDWHG1 7KHVH EDQNV ZRXOG KDYH
HQJDJHG LQ IUDXG1 7KH LQVXUDQFH FRPHV IURP WKH WUDQVIHUV LPSOHPHQWHG DPRQJ WKH QRQ0OLTXLGDWHG
EDQNV1 0HPEHU EDQNV RI W\SH U￿>[-+DæS,50/5 0@ DUH QRW OLTXLGDWHG/ EXW DUH DVVLJQHG QHZ GHEW
REOLJDWLRQV1 7KHLU RULJLQDO GHEW/ L1H1/ IDFH YDOXH RI WKH GHPDQG GHSRVLWV/ ZDV RQH1 %DQNV ZLWK
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U KDYH WKHLU GHEW UHGXFHG/ VR WKHVH EDQNV DUH VXEVLGL]HG WR HQWLFH WKHP QRW
WR HQJDJH LQ IUDXG1 7KLV LV HIILFLHQW EHFDXVH WKHLU SURMHFWV DUH ZRUWK PRUH LI WKH\ DUH FRQWLQXHG/
DV ORQJ DV WKH\ GR QRW HQJDJH LQ IUDXG1 0HPEHU EDQNV ZLWK S ￿
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GHEW LQFUHDVHG/ VR WKHVH EDQNV DUH EHLQJ WD[HG WR SD\ WKH VXEVLG\ WR WKH ORZ U EDQNV1 %DQNV ZLWK
KLJK LGLRV\QFUDWLF VKRFN UHDOL]DWLRQV FDQQRW EH WD[HG WRR PXFK/ RU WKH\ ZLOO HQJDJH LQ IUDXG1 7KH
WUDQVIHUV RI WKH GHEW REOLJDWLRQV PXVW VDWLVI\ D EXGJHW FRQVWUDLQW1 7KH EXGJHW FRQVWUDLQW OLPLWV
KRZ PXFK LQVXUDQFH WKH FRDOLWLRQ FDQ SURYLGH DQG/ WKHUHIRUH/ GHWHUPLQHV WKH SRLQW DW ZKLFK
PHPEHU EDQNV DUH OLTXLGDWHG1
$W GDWH 3/ HDFK EDQN PXVW GHFLGH ZKHWKHU WR MRLQ WKH FRDOLWLRQ DQG WKH FRDOLWLRQ PXVW GHWHUPLQH
WKH RSWLPDO UHVHUYH OHYHO D￿ )RU FRPSDULVRQ SXUSRVHV ODWHU/ WKH RSWLPDO UHVHUYH IRU WKH FRDOLWLRQ
LV WKH VROXWLRQ RI WKH IROORZLQJ SUREOHP=
0D[D‡ ￿ ￿ ￿ ￿ ￿ ￿ ￿ ￿ ￿ ￿ ￿
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7KH FRDOLWLRQ V\VWHP LV DQ LQWHUPHGLDWH FDVH EHWZHHQ WKH 8QLW %DQN V\VWHP DQG WKH %LJ %DQN
V\VWHP1 7KH VLPLODULW\ EHWZHHQ WKH FRDOLWLRQ V\VWHP DQG WKH LQGHSHQGHQW 8QLW %DQN V\VWHP LV54
WKDW ZH PD\ REVHUYH EDQN IDLOXUHV +L1H1/ OLTXLGDWLRQV, ZKHQ WKH HFRQRP\ LV LQ D EDG VWDWH1 7KH
VLPLODULW\ EHWZHHQ WKH FRDOLWLRQ V\VWHP DQG WKH %LJ %DQN V\VWHP LV WKDW WKH FRDOLWLRQ FDQ PRQLWRU
DQG LQVXUH PHPEHU EDQNV ZKHQ WKH HFRQRP\ LV LQ D EDG VWDWH/ ZKLOH WKH %LJ %DQN ‡PRQLWRUV·
LWVHOI E\ FORVLQJ EUDQFKHV1 7KH RQH XQLTXH IHDWXUH DVVRFLDWHG ZLWK WKH FRDOLWLRQ LV WKDW ZKHQ D
SDQLF RFFXUV/ LW VXVSHQGV FRQYHUWLELOLW\ DQG LVVXHV FHUWLILFDWHV1 7KLV IHDWXUH LV LPSRUWDQW EHFDXVH LW
LV D FRPPLWPHQW PDGH WR GHSRVLWRUV WKDW WKH QRQ0OLTXLGDWHG PHPEHU EDQNV ZLOO QRW HQJDJH LQ
IUDXG DQG LW SURYLGHV LQFHQWLYHV IRU PHPEHU EDQNV WR PRQLWRU DQG LQVXUH HDFK RWKHU1
’1 6XPPDU\
:LWK UHVSHFW WR HIILFLHQF\/ *RUWRQ DQG +XDQJ VKRZ WKDW WKH %LJ %DQN V\VWHP LV PRUH HIILFLHQW
WKDQ WKH FRDOLWLRQ V\VWHP/ ZKLFK LV PRUH HIILFLHQW WKDQ WKH LQGHSHQGHQW 8QLW %DQNLQJ V\VWHP1
5HDOLVWLFDOO\/ QR HFRQRP\ LV OLNHO\ WR H[DFWO\ FRUUHVSRQG WR WKH %LJ %DQN V\VWHP/ WKRXJK VRPH
FRXQWULHV/ H1J1/ &DQDGD DQG *HUPDQ\/ PD\ FRPH FORVH1 $OPRVW DOO HFRQRPLHV PD\ EH H[SHFWHG WR
KDYH VRPH IRUP RI FRDOLWLRQ ZLWK WKH GHJUHH RI IRUPDOLW\ EHLQJ UHODWHG WR WKH LQFLGHQFH RI SDQLFV1
$ NH\ UHPDLQLQJ LVVXH FRQFHUQV ZK\ SULYDWH FRDOLWLRQV ZHUH UHSODFHG E\ WKH JRYHUQPHQW LQ WKH
IRUP RI GHSRVLW LQVXUDQFH DQG JRYHUQPHQW EDQNV DFWLQJ DV OHQGHU0RI0ODVW0UHVRUW1 *RUWRQ DQG
+XDQJ +5334, GR QRW H[SODLQ ZK\ JRYHUQPHQW FHQWUDO EDQNV UHSODFHG SULYDWH EDQN FRDOLWLRQV1 ,Q
IDFW/ LQ WKHLU PRGHO/ WKHUH LV QR REYLRXV UDWLRQDOH IRU WKH JRYHUQPHQW WR VWHS LQ DQG SURYLGH WKH
OHQGHU0RI0ODVW0UHVRUW IXQFWLRQ XQOHVV WKH JRYHUQPHQW KDV PXFK PRUH SRZHU WKDQ SULYDWH DJHQWV/
PRUH UHVRXUFHV WKDQ SULYDWH DJHQWV/ RU WKHUH DUH FRVWV WR SDQLFV WKDW KDYH QRW EHHQ FRQVLGHUHG1
7KH\ FRQVLGHU HDFK RI WKHVH SRVVLELOLWLHV LQ WXUQ DQG FRQFOXGH WKDW WKH ILUVW WZR SRVVLELOLWLHV DUH
XQUHDOLVWLF1
)RU H[DPSOH/ LI WKH JRYHUQPHQW FDQ VLPSO\ LQWHUYHQH DW GDWH 4 DQG SUHYHQW IUDXG/ WKHQ WKH
JRYHUQPHQW FDQ LPSURYH ZHOIDUH/ FRPSDUHG WR DQ\ RI WKH SULYDWH DUUDQJHPHQWV1 %XW/ WKLV VHHPV
XQUHDOLVWLF1 1RU LV LW UHDOLVWLF WR DVVXPH WR WKDW WKH JRYHUQPHQW FDQ PDNH WUDQVIHUV DW GDWH 5
FRQWLQJHQW RQ WKH EDQNV¶ LGLRV\QFUDWLF VKRFN UHDOL]DWLRQV1 *RYHUQPHQWV DUH OLNHO\ WR EH OHVV
LQIRUPHG WKDQ WKH EDQNV WKHPVHOYHV1
,91 *RYHUQPHQW &HQWUDO %DQNV YV1 3ULYDWH %DQN &RDOLWLRQV
$Q LPSRUWDQW UROH RI EDQNV LV WR SURYLGH D WUDQVDFWLRQ PHGLXP1 7KLV UROH ZDV QRW FRQVLGHUHG LQ
WKH DQDO\VLV DERYH1 ,Q WKLV VHFWLRQ ZH H[WHQG WKH PRGHO WR LQWURGXFH D WUDQVDFWLRQV UROH IRU EDQN55
OLDELOLWLHV1 7KLV LV D QDWXUDO H[WHQVLRQ/ DV EDQN OLDELOLWLHV GR LQ IDFW IXQFWLRQ DV D PHGLXP RI
H[FKDQJH1 :H WKHQ DQDO\]H ZKDW KDSSHQV WR WKH WUDQVDFWLRQ FDSDELOLWLHV RI EDQN PRQH\ ZKHQ
WKHUH LV D EDQNLQJ SDQLF1 :H VKRZ WKDW WKH WUDQVDFWLRQV V\VWHP EDVHG RQ EDQN PRQH\ LV GLVUXSWHG
LQ D FRVWO\ ZD\ ZKHQ WKHUH LV D SDQLF1 0RUHRYHU/ WKH SUREOHP ZH LGHQWLI\ DSSHDUV WR EH VLPLODU WR
WKDW GLVFXVVHG E\ FRQWHPSRUDU\ REVHUYHUV RI SDQLFV/ FLWHG DERYH1 ,Q SDUWLFXODU/ GXULQJ SDQLFV WKH
SUREOHP LV WKH VXGGHQ GLVDSSHDUDQFH WR EDQN OLDELOLWLHV DV DQ DFFHSWDEOH IRUP RI H[FKDQJH1 7KHUH
LV D ‡FXUUHQF\ IDPLQH1·
7KH LQFHQWLYH FRPSDWLEOH IXQFWLRQLQJ RI WKH FRDOLWLRQ UHTXLUHV WKH H[LVWHQFH RI SDQLFV1 %XW/ WKH
EDQN FRDOLWLRQ GRHV QRW WDNH WKH GLVUXSWLRQ RI WKH WUDQVDFWLRQV PHGLXP LQWR DFFRXQW> LW GRHV QRW
LQWHUQDOL]H WKLV FRVW1 &RQVHTXHQWO\/ ZH DUH OHG WR H[DPLQH D UROH IRU JRYHUQPHQW LQWHUYHQWLRQ LQ
EDQNLQJ/ VSHFLILFDOO\ WR UHSODFH WKH SULYDWH EDQN FRDOLWLRQV1 :H FRQVLGHU WZR SRVVLEOH
JRYHUQPHQW SROLFLHV1 )LUVW/ WKH JRYHUQPHQW FDQ VHW D OHYHO RI UHTXLUHG UHVHUYHV WKDW WDNHV WKH
FRVWV RI SDQLF LQWR DFFRXQW1 3DQLFV ZLOO VWLOO KDSSHQ/ EXW WKH\ ZLOO EH OHVV IUHTXHQW WKDQ XQGHU WKH
SULYDWH V\VWHP1 :LWK SDQLFV VWLOO RFFXUULQJ/ WKH FRDOLWLRQ ZLOO VWLOO IXQFWLRQ1 $ EHWWHU V\VWHP
PLJKW EH WR HOLPLQDWH SDQLFV DOO WRJHWKHU1 7KXV/ WKH VHFRQG SROLF\ LV RQH RI GHSRVLW LQVXUDQFH1
8QGHU WKLV V\VWHP SDQLFV ZLOO EH HOLPLQDWHG/ EXW WKHQ WKH JRYHUQPHQW PXVW UHSODFH EDQNV LQ
PRQLWRULQJ1 ,W PD\ ZHOO EH UHDVRQDEOH WR DVVXPH WKDW WKH JRYHUQPHQW LV QRW DV HIIHFWLYH DV
SULYDWH EDQNV LQ PRQLWRULQJ/ VR LI WKH JRYHUQPHQW PRQLWRUV/ WKHQ WKHUH LV D FRVW/ ZKLFK PD\ RIIVHW
WKH EHQHILWV RI HOLPLQDWLQJ SDQLFV1 :H ZLOO DQDO\]H WKH ZHOIDUH LPSOLFDWLRQV RI WKHVH YDULRXV
SROLFLHV1
$1 %DQN /LDELOLWLHV DV D 0HGLXP RI ([FKDQJH
:H QRZ WXUQ WR LQWURGXFLQJ D WUDQVDFWLRQV UROH IRU EDQN OLDELOLWLHV1 :H H[WHQG WKH DERYH PRGHO/
DV IROORZV1
)LUVW/ ZH LQWURGXFH D QHZ VHW RI DJHQWV= VHOOHUV RI JRRGV1 6HOOHUV DUH ORFDWHG DW GLIIHUHQW ORFDWLRQV/
LQGH[HG E\ V￿ >3/ 6@/ ZKHUH V LV WKH GLVWDQFH IURP WKH FRQVXPHUV2GHSRVLWRUV1 (DFK VHOOHU FDQ
SURGXFH D FRQVXPSWLRQ JRRG DW D FRQVWDQW FRVW RI RQH XQLW1 7KHUH DUH PDQ\ VHOOHUV DW HDFK
ORFDWLRQ/ VR WKH PDUNHWV IRU FRQVXPSWLRQ JRRGV DW GLIIHUHQW ORFDWLRQV DUH FRPSHWLWLYH DQG WKH
SULFH RI D FRQVXPSWLRQ JRRG LV DOZD\V RQH1 :H DVVXPH WKDW WKH PDUNHWV IRU FRQVXPSWLRQ JRRGV
FORVH VKRUWO\ DIWHU GDWH 4 DQG LW WDNHV WLPH IRU FRQVXPHUV WR ILQG WKH FRQVXPSWLRQ JRRGV WKH\
SUHIHU1 &RQVXPHUV FDQQRW FDUU\ WKHLU GDWH 3 HQGRZPHQWV WR WKH GLVWDQW ORFDWLRQV EHFDXVH WKHLU
HQGRZPHQWV DUH SHULVKDEOH1 1HLWKHU FDQ WKH\ WUDGH WKH ZLWKGUDZDOV IURP EDQNV +DW GDWH 4 RU GDWH
5, IRU WKHLU SUHIHUUHG FRQVXPSWLRQ JRRGV EHFDXVH LI WKH\ ZDLW XQWLO GDWH 4 W K H U HZ L O OE HQ RW L P HI R U56
WKHP WR ORFDWH WKH VHOOHUV EHIRUH WKH PDUNHWV DUH FORVHG1 7KHUHIRUH WKH RQO\ ZD\ WR EX\ WKH
FRQVXPSWLRQ JRRGV DW D GLVWDQW ORFDWLRQ LV WR WUDYHO WR WKH SODFH DW GDWH 3 DQG SD\ IRU WKH JRRGV
ZLWK EDQN GHSRVLWV1 :KHQ D VHOOHU VHOOV D JRRG WR D GHSRVLWRU2FRQVXPHU/ WKH VHOOHU ZLOO UHFHLYH D
FODLP RQ D GLVWDQW EDQN1 &OHDULQJ EDQN OLDELOLWLHV LV DVVXPHG WR EH FRVWOHVV/ DV ORQJ DV VHOOHUV
DFFHSW WKHP1
1H[W/ WR FDSWXUH DQ LGHD RI D GLYLVLRQ RI ODERU DQG D SUHIHUHQFH RYHU JRRGV RI GLIIHUHQW W\SHV/ ZH
DVVXPHG WKDW WKH FRQVXPHUV2GHSRVLWRUV SUHIHU SURGXFWV SXUFKDVHG IXUWKHU DZD\ IURP WKHLU
KRPHWRZQ1 6R/ ‡V· DOVR UHSUHVHQWV GHSRVLWRUV¶ WDVWH1 :H PRGLI\ WKH GHSRVLWRUV¶ XWLOLW\ IXQFWLRQ
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1RWH WUDGH FDQ RQO\ RFFXU ZLWK EDQN GHSRVLWV/ VR ZH KDYH V 3 LI F3!3 RU LI F5!31
$V EHIRUH/ FRQVXPHUV2GHSRVLWRUV KDYH D VXEVLVWHQFH OHYHO RI RQH XQLW/ EXW QRZ WKH\ SUHIHU ODUJHU
V1 ,I V 3/ WKHQ WKH FRQVXPHU2GHSRVLWRU LV VLPSO\ FRQVXPLQJ RQH XQLW RI WKH FRQVXPSWLRQ JRRG
SXUFKDVHG DW WKH KRPH ORFDWLRQ/ DQG WKH XWLOLW\ IXQFWLRQ LV DV EHIRUH1 $FFRUGLQJ WR WKH XWLOLW\
IXQFWLRQ/ FRQVXPHUV KDYH D WDVWH IRU JRRGV SXUFKDVHG VRPH GLVWDQFH IURP WKH KRPH ORFDWLRQ/ VR
WKH\ PXVW WUDYHO WR PDNH SXUFKDVHV1 6LPLODU LGHDV DUH PRGHOHG LQ /XFDV +4<;3,/ :DOODFH +4<;;,/
DQG *RUWRQ +4<<9,1 1RWH WKDW V LV QRW SURSRUWLRQDO WR WKH TXDQWLW\ RI FRQVXPSWLRQ1 ,Q DGGLWLRQ/
ZH DVVXPH WKHUH LV D URXQG0WULS WUDYHOLQJ2VHDUFK FRVW= &+V, NV
5/ ZKLFK LV QRQ0SHFXQLDU\1 7KLV
FRVW LV DVVRFLDWHG ZLWK VKRSSLQJ IRU WKH FRQVXPSWLRQ JRRG1
,PSOLFLWO\/ WKH QRWLRQ RI WUDYHOLQJ WR VKRS LQWURGXFHV WKUHH QHZ LGHDV/ WKRXJK WKH\ DUH LQ WKH
EDFNJURXQG1 )LUVW/ ZH LPSOLFLWO\ LQWURGXFH KHWHURJHQHRXV JRRGV/ EHFDXVH JRRGV DUH QRZ LQGH[HG
E\ GLVWDQFH IURP WKH FRQVXPHU2GHSRVLWRU¶V KRPH ORFDWLRQ1 /LQNLQJ JRRG0W\SH WR GLVWDQFH RI
VHDUFK LPSOLFLWO\ VXJJHVWV WKDW VHDUFKLQJ IRU JRRGV WKDW WKH FRQVXPHU UHDOO\ OLNHV LV FRVWO\1 7KLV LV
FDSWXUHG E\ FRVWV VSHFLILHG DERYH1 6HFRQG/ JRRGV FDQ RQO\ EH SXUFKDVHG ZLWK EDQN OLDELOLWLHV1
:H DVVXPH WKDW FRQVXPHUV FDQQRW FDUU\ WKHLU RZQ HQGRZPHQWV WR WKH GLVWDQW ORFDWLRQ DQG WUDGH
ZLWK VHOOHUV EHFDXVH WKHLU HQGRZPHQWV DUH SHULVKDEOH1 6R/ EDUWHU LV UXOHG RXW/ ZKLFK VHHPV TXLWH
UHDOLVWLF1 7KLUG/ E\ DVVXPLQJ WKDW PDUNHWV FORVH VKRUWO\ DIWHU GDWH 4/ ZH HVVHQWLDOO\ DVVXPH WKDW
GHSRVLWRUV KDYH WR ILQG VHOOHUV EHIRUH HFRQRPLF XQFHUWDLQWLHV DUH UHVROYHG DQG LQWURGXFH WKH
SRVVLELOLW\ WKDW PDUNHWV PLJKW EH GLVUXSWHG1 $W WKH WLPH D FRQVXPHU PHHWV D VHOOHU/ WKH
LQIRUPDWLRQ DERXW WKH PDFURHFRQRP\ DUULYHV1 7KH LQIRUPDWLRQ DIIHFWV WKH VHOOHUV¶ GHFLVLRQ DERXW57
ZKHWKHU WR DFFHSW EDQN GHSRVLWV1 ,PDJLQH WKDW WKH FRQVXPHU LV DW WKH GLVWDQW ORFDWLRQ DQG WKHUH LV
D VWDWH RI PDFURHFRQRP\ LQ ZKLFK D SDQLF LV QHHGHG WR SUHYHQW EDQNHUV IURP HQJDJLQJ LQ PRUDO
KD]DUG1 7KHQ/ WKH FRQVXPHU¶V EDQN FODLP +QRWH RU GHSRVLW, ZLOO QRW EH DFFHSWHG E\ VHOOHUV
EHFDXVH VHOOHUV VHOO WR FRQVXPHUV IURP GLIIHUHQW SODFHV/ DQG WKH\ FDQQRW JR WR GLIIHUHQW SODFHV WR
UXQ RQ GLIIHUHQW EDQNV DW WKH VDPH WLPH1 ,I VHOOHUV FDQQRW DFFHSW EDQN FODLPV DQG UXQ RQ EDQNV/
WKHQ GHSRVLWRUV WKHPVHOYHV KDYH WR JR EDFN WR UXQ RQ EDQNV1 2QFH WKH\ WUDYHO EDFN DQG REWDLQ
ORDQ FHUWLILFDWHV/ GHSRVLWRUV ZLOO QRW KDYH D VHFRQG FKDQFH WR EX\ WKHLU SUHIHUUHG JRRGV DW GLVWDQW
ORFDWLRQV EHFDXVH WKH\ KDYH QR WLPH WR ILQG D VHOOHU EHIRUH PDUNHWV DUH FORVHG1 7KHUHIRUH/ ZKLOH D
SDQLF LV GHVLUHG WR SUHYHQW WKH PRUDO KD]DUG SUREOHP/ LW GLVUXSWV WKH PDUNHWV IRU FRQVXPSWLRQ
JRRGV DW WKH VDPH WLPH1
6LQFH WKH PRGHO LV RQH RI D UHSUHVHQWDWLYH DJHQW/ ZKHQ WKHUH LV D SDQLF WKH FRQVXPHUV2GHSRVLWRUV
UHWXUQ WR WKHLU EDQNV DQG GHPDQG WKDW WKHLU FODLPV EH UHGHHPHG IRU RQH XQLW RI HQGRZPHQW1 7KHUH
LV QR LVVXH RI WKH FRQVXPHUV2GHSRVLWRUV DUULYLQJ DW GLIIHUHQW WLPHV DQG KDYLQJ WKHLU FODLPV KRQRUHG
VHTXHQWLDOO\1 ,Q IDFW/ WKLV ZRXOG QRW PDWWHU LQ DQ\ FDVH VLQFH DOO RI WKHLU FODLPV FDQ EH KRQRUHG E\
DVVXPSWLRQ1 7KXV/ WKH FDXVH RI SDQLFV LQ ’LDPRQG DQG ’\EYLJ +4<;6,/ WKH VHTXHQWLDO VHUYLFH
FRQVWUDLQW/ LV QRW DQ LVVXH KHUH1 ,Q WKH PRGHO KHUH GHSRVLWRUV¶ ZLWKGUDZDOV DUH QRW PRWLYDWHG E\
EHOLHIV DERXW +VXQVSRWV WKDW DUH EHOLHYHG WR EH UHODWHG WR, WKH DFWLRQV RI RWKHU GHSRVLWRUV1 5DWKHU/
WKH\ DUH RQO\ PRWLYDWHG E\ WKH GHVLUH WR SUHYHQW WKH PRUDO KD]DUG SUREOHP/ WR PRQLWRU EDQNHUV1
7KH DVVXPHG VWUXFWXUH RI SUHIHUHQFHV PRWLYDWHV GHSRVLWRUV WR DYRLG WKH PRUDO KD]DUG SUREOHP1
7KH VHTXHQFH RI HYHQWV LV UHFDSLWXODWHG DV IROORZV=
41 $W GDWH 3/ FRQVXPHUV2GHSRVLWRUV FRQVXPHU WKHLU RQH XQLW RI HQGRZPHQW RI RU VDYH LW
E\ GHSRVLWLQJ LW LQ WKH EDQN1 7KH\ DUH SURPLVHG RQH XQLW IURP EDQNV DW HLWKHU GDWH 4
RU GDWH 5/ DW WKH FRQVXPHU2GHSRVLWRU¶V GLVFUHWLRQ1 7KH\ GHFLGH WR VHDUFK2WUDYHO WR EX\
FRQVXPSWLRQ JRRGV +WKH FRVW LV VXQN, DW D GLVWDQW ORFDWLRQ1
51 $W GDWH 4/ ZKLOH GHSRVLWRUV DUH DW WKH GLVWDQW ORFDWLRQ/ WKH PDFURHFRQRPLF VWDWH LV
UHYHDOHG1
61 ,I WKHUH LV QR QHHG IRU D SDQLF/ FRQVXPHUV2GHSRVLWRUV SD\ IRU WKHLU SXUFKDVH ZLWK D
EDQN OLDELOLW\ GUDZQ RQ WKHLU KRPH ORFDWLRQ EDQN/ ZKLFK LV WKHQ FRVWOHVVO\ FOHDUHG1 ,I
D SDQLF LV QHHGHG/ WKHQ +LQ HTXLOLEULXP, GHSRVLWRUV KDYH WR JR EDFN WR WKHLU KRPH
ORFDWLRQ WR OLTXLGDWH WKHLU EDQN/ UHFHLYLQJ ORDQ FHUWLILFDWHV DQG FRQVXPLQJ KRPH
ORFDWLRQ SURGXFWV158
%HIRUH ZH VROYH WKH EDQNV¶ SURILW PD[LPL]DWLRQ SURJUDP XQGHU GLIIHUHQW W\SHV RI EDQNLQJ
V\VWHPV/ ZH ILUVW VROYH IRU WKH FRQVXPHUV2GHSRVLWRUV¶ RSWLPDO FKRLFH RI V/ WKH GLVWDQFH WR WUDYHO DW
GDWH 4/ JLYHQ WKDW WKH SURPLVHG SD\PHQW IURP WKH EDQNV LV HTXDO WR RQH/ DQG DOVR WDNLQJ DV JLYHQ
WKH SUREDELOLW\ RI SDQLF K1 7KH SUREDELOLW\ RI SDQLF/ K/ ZLOO EH GHWHUPLQHG LQ HTXLOLEULXP DQG ZLOO
YDU\ GHSHQGLQJ RQ WKH W\SH RI EDQNLQJ V\VWHP ZH DUH LQ/ DV DQDO\]HG EHORZ1 $W GDWH 4/
FRQVXPHUV2GHSRVLWRUV KDYH RQH XQLW RQ GHSRVLW DW WKH EDQN WKDW FDQ EH VSHQW RQ FRQVXPSWLRQ
JRRGV1 7KH\ FKRRVH V WR VROYH WKH IROORZLQJ RSWLPL]DWLRQ SUREOHP/ UHFRJQL]LQJ WKH WUDYHO FRVW LV





7KH VROXWLRQ LV JLYHQ E\=













3URRI= ,W LV WULYLDO WR VKRZ WKDW WKH REMHFWLYH IXQFWLRQ LV VWULFWO\ FRQFDYH LQ V1 7KH ILUVW RUGHU
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)RU IXWXUH UHIHUHQFH/ ZH QRWH WKDW=
/HPPD 5= 7KH RSWLPDO GLVWDQFH WR WUDYHO DQG GHSRVLWRUV¶ XWLOLW\ LV GHFUHDVLQJ LQ WKH SUREDELOLW\
RI SDQLF K1
7KH VSHFLILFDWLRQ RI SUHIHUHQFHV RYHU GLVWDQW JRRGV/ DQG WKH FRVW RI WUDYHOLQJ WR WKHVH ORFDWLRQV/
KDV LQWURGXFHG D FRVW RI D EDQN SDQLF1 2XU LQWHUSUHWDWLRQ LV WKDW WKH SD\PHQWV V\VWHP LQ GLVUXSWHG/
FDXVLQJ D GHFOLQH LQ XWLOLW\1 7KLV LV EHFDXVH ZKHQ WKHUH LV D EDQNLQJ SDQLF/ GLVWDQW PDUNHWV DUH
HIIHFWLYHO\ FORVHG1 7KH SULYDWH FRDOLWLRQ RI EDQNV ZLOO QRW FRQVLGHU WKLV DGGLWLRQDO FRVW EHFDXVH59
WKH\ KDYH WR SD\ GHSRVLWRUV RQH XQLW LQ DQ\ FDVH1 7KHUH LV QR ZD\ IRU WKH EDQNV WR H[WUDFW WKH
GHSRVLWRUV¶ DGGLWLRQDO XWLOLW\ EHQHILW IURP WUDYHOLQJ WR WKH GLVWDQW ORFDWLRQV WR VKRS1
7KH FRVW RI SDQLFV JHQHUDWHV D SRVVLEOH UHDVRQ IRU WKH JRYHUQPHQW WR LQWHUYHQH LQWR WKH EDQNLQJ
V\VWHP/ SRVVLEO\ HOLPLQDWH SDQLFV/ DQG LPSURYH VRFLDO ZHOIDUH1 7KHUH DUH WZR GLVWLQFW FRVWV WKDW
DULVH1 )LUVW/ WKH SRVVLELOLW\ RI SDQLF LQWURGXFHV WKH FKDQFH WKDW WKHUH ZLOO EH QR WUDGH DW WKH GLVWDQW
ORFDWLRQ1 6LQFH VHOOHUV FDQQRW WUDYHO WR UXQ EDQNV/ WKH\ ZLOO QRW DFFHSW EDQN OLDELOLWLHV LQ H[FKDQJH
IRU JRRGV LI WKH PDFURHFRQRPLF VWDWH LV LQ D SDQLF VWDWH1 1R WUDGH ORZHUV XWLOLW\1 7KLV HIIHFW LV
LQGHSHQGHQW RI WKH FRVW RI WUDYHOLQJ2VHDUFKLQJ/ &+V,1 6HFRQG/ EHFDXVH RI WKH FRVW/ &+V,/
FRQVXPHUV2GHSRVLWRUV/ UHFRJQL]LQJ WKDW WKHUH LV D FKDQFH RI QR WUDGH RFFXUULQJ/ UHGXFH
WUDYHOOLQJ2VHDUFKLQJ LQWHQVLW\ V H[ DQWH +/HPPD 5,1
:H QRZ SURFHHG E\ DQDO\]LQJ WKH VRFLDO ZHOIDUH DVVRFLDWHG ZLWK GLIIHUHQW UHJXODWRU\ V\VWHPV1
6RFLDO ZHOIDUH LV GHILQHG DV WKH VXP RI EDQNV¶ SD\RIIV DQG GHSRVLWRUV¶ XWLOLW\1 $V PHQWLRQHG
DERYH/ ZH DQDO\]H WKUHH EDQNLQJ V\VWHPV1 )LUVW/ ZH UHFDSLWXODWH WKH SULYDWH EDQN FRDOLWLRQ
V\VWHP/ DQDO\]HG E\ *RUWRQ DQG +XDQJ +5334,1 1H[W/ ZH FRQVLGHU D V\VWHP XQGHU ZKLFK WKH
JRYHUQPHQW HQIRUFHV UHVHUYH UHTXLUHPHQWV WKDW UHGXFH WKH OLNHOLKRRG RI SDQLF DW GDWH 41 )LQDOO\/
ZH DQDO\]H D V\VWHP RI JRYHUQPHQW GHSRVLW LQVXUDQFH FRPELQHG ZLWK WKH JRYHUQPHQW PRQLWRULQJ
EDQNV DW GDWH 41 :H VHHN WR OHDUQ KRZ WKH JRYHUQPHQW FDQ LPSURYH VRFLDO ZHOIDUH1
$1 7KH 3ULYDWH %DQN &RDOLWLRQ
,I WKHUH LV QR JRYHUQPHQW LQWHUYHQWLRQ/ EDQNHUV GR QRW LQWHUQDOL]H WKH FRVW RI PDUNHW IDLOXUH
FDXVHG E\ SDQLFV1 7KH RSWLPL]DWLRQ SUREOHP IRU WKH EDQN FRDOLWLRQ LV JLYHQ LQ *RUWRQ DQG +XDQJ
+5334,1 7R EH FOHDU/ WKH RSWLPL]DWLRQ SUREOHP LV UHVWDWHG KHUH1 1RWH ZKHQ S LV OHVV WKDQ S
U/ SDQLF
RFFXUV DQG WKH FRDOLWLRQ LV IRUFHG WR OLTXLGDWH D IUDFWLRQ [ RI LWV PHPEHU EDQNV1
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*RUWRQ DQG +XDQJ +5334, VROYH WKH EDQN FRDOLWLRQ SUREOHP WR GHWHUPLQH WKH RSWLPDO OHYHO RI
UHVHUYHV1 7KDW VROXWLRQ GRHV QRW FKDQJH KHUH1 :H XVH D
& WR GHQRWH WKH RSWLPDO UHVHUYH OHYHO1 7KH
IROORZLQJ SURSRVLWLRQ JLYHV WKH VRFLDO ZHOIDUH XQGHU WKH SULYDWH EDQN FRDOLWLRQ V\VWHP1
3URSRVLWLRQ 4= /HW D
& GHQRWH WKH RSWLPDO UHVHUYH OHYHO IRU WKH SULYDWH EDQN FRDOLWLRQ V\VWHP1
3DQLF RFFXUV ZLWK SUREDELOLW\ ,
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& LV WKH RSWLPDO UHVHUYH OHYHO/ WKH SDQLF RFFXUV ZKHQ WKH PDFURHFRQRPLF VWDWH S LV
OHVV WKDQ WKH FULWLFDO YDOXH
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/ DQG VRFLDO ZHOIDUH LV MXVW WKH VXP RI WKH EDQNV¶ VXUSOXV DQG WKH GHSRVLWRUV¶ XWLOLW\12 2
%HFDXVH WKH LQGLYLGXDO EDQNV DQG WKHLU FRDOLWLRQ FDQQRW H[WUDFW WKH DGGLWLRQDO XWLOLW\ WKDW
GHSRVLWRUV JHW IURP FRQVXPLQJ JRRGV SURGXFHG DW GLVWDQW ORFDWLRQV/ WKH FRVW RI SDQLF LV QRW
LQWHUQDOL]HG1 7KH SURSRVLWLRQ VLPSO\ FDOFXODWHV WKH LPSOLHG SUREDELOLW\ RI SDQLF IRU WKDW VROXWLRQ
VR WKDW VRFLDO ZHOIDUH FDQ EH FDOFXODWHG1 :H ZLOO XVH WKLV DV D EHQFKPDUN DJDLQVW ZKLFK WR
FRPSDUH WKH JRYHUQPHQW VROXWLRQV15;
%1 $ *RYHUQPHQW 5HTXLUHG 5HVHUYH /HYHO
6LQFH WKH SULYDWH EDQN DVVRFLDWLRQ V\VWHP IDLOV WR LQWHUQDOL]H WKH FRVW RI PDUNHW IDLOXUH/ L1H1/ WKH
IDLOXUH RI WKH WUDQVDFWLRQ PHGLD/ WKH JRYHUQPHQW FDQ LQWHUQDOL]H WKH FRVW E\ LPSRVLQJ D PLQLPXP
UHVHUYH OHYHO IRU EDQNV DW GDWH 31 %\ LPSRVLQJ VXFK D UHTXLUHG UHVHUYH OHYHO/ WKH JRYHUQPHQW
IRUFHV EDQNV WR KROG PRUH UHVHUYHV/ DQG WKHUHE\ ORZHUV WKH SUREDELOLW\ RI SDQLF1 7KLV UHVXOWV LQ D
GHFUHDVH LQ WKH EDQNHUV¶ SD\RII DQG DQ LQFUHDVH LQ WKH GHSRVLWRUV¶ XWLOLW\1 7KH JRYHUQPHQW FKRRVHV
WKH UHVHUYH OHYHO/ D/ WR VROYH WKH IROORZLQJ SUREOHP=
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7KH VROXWLRQ LV JLYHQ E\=
3URSRVLWLRQ 5= 7KH JRYHUQPHQW*V REMHFWLYH IXQFWLRQ KDV D XQLTXH PD[LPXP LQ WKH LQWHUYDO
@ / 3 > D 1 0RUHRYHU/ LI N LV ELJ HQRXJK/ WKH JRYHUQPHQW¶V REMHFWLYH IXQFWLRQ LV VWULFWO\ FRQFDYH LQ
D DQG WKHUH H[LVWV D XQLTXH VROXWLRQ/ @ / 3 > D D ￿ / WKDW VROYHV WKH JRYHUQPHQW¶V RSWLPL]DWLRQ
SUREOHP1
3URRI= 6HH $SSHQGL[1
6LQFH WKH JRYHUQPHQW GRHV WDNH FRQVXPHUV2GHSRVLWRUV¶ ZHOIDUH LQWR DFFRXQW/ XQOLNH WKH SULYDWH
SURILW PD[LPL]DWLRQ SUREOHP RI WKH EDQNV/ LW LV QRW VXUSULVLQJ WKDW ZH JHW WKH IROORZLQJ UHVXOW15<
3URSRVLWLRQ 6= *RYHUQPHQW LQWHUYHQWLRQ ZLWK WKH UHTXLUHG UHVHUYH OHYHO GRPLQDWHV WKH SULYDWH
FRDOLWLRQ V\VWHP E\ LPSRVLQJ D KLJKHU UHVHUYH OHYHO1
3URRI= 6HH $SSHQGL[1
%\ LPSRVLQJ D UHTXLUHG UHVHUYH OHYHO/ WKH JRYHUQPHQW GHFUHDVHV WKH SUREDELOLW\ WKDW SDQLF RFFXUV/
EXW FDQQRW HOLPLQDWH SDQLFV1 3DQLFV DUH VWLOO QHHGHG IRU EDQNHUV WR PRQLWRU DQG FRLQVXUH HDFK
RWKHU ZKHQ WKH HFRQRP\ LV LQ ORZ VWDWHV/ WKRXJK WKH VHW RI ORZ VWDWHV RYHU ZKLFK WKHUH EH D SDQLF
LV UHGXFHG1
3HUKDSV LW ZRXOG EH EHWWHU WR HOLPLQDWH SDQLFV DOWRJHWKHU1 ,I SDQLFV DUH WR EH HOLPLQDWHG/ WKHQ
VRPH DJHQW PXVW VWLOO PRQLWRU WKH EDQNV1 6LQFH WKH UROH RI SDQLFV LV WR FDXVH EDQNV WR PRQLWRU
HDFK RWKHU/ WKH HOLPLQDWLRQ RI SDQLFV PXVW/ DW WKH VDPH WLPH/ LQYROYH D VFKHPH IRU EDQN
PRQLWRULQJ1 6XSSRVH WKH JRYHUQPHQW ZHUH WR WDNH RYHU WKH WDVN RI PRQLWRULQJ WKH EDQNV1 ,I WKH
JRYHUQPHQW FDQ PRQLWRU WKH EDQNV/ LW FDQ SUHYHQW EDQNHUV IURP HQJDJLQJ LQ IUDXG DQG WKHUH LV QR
QHHG IRU GHSRVLWRUV WR UXQ EDQNV1 ,Q RWKHU ZRUGV/ WKH JRYHUQPHQW FDQ PDNH WKH GHSRVLWRUV¶
GHSRVLWV VDIH E\ PRQLWRULQJ WKH EDQNV1 7KLV LV HTXLYDOHQW WR WKH JRYHUQPHQW SURYLGLQJ GHSRVLW
LQVXUDQFH1 :H SURFHHG WR DQDO\]H VRFLDO ZHOIDUH XQGHU VXFK D GHSRVLW LQVXUDQFH V\VWHP1
&1 ’HSRVLW ,QVXUDQFH
6XSSRVH WKH JRYHUQPHQW LQVXUHV WKDW GHSRVLWV ZLOO DOZD\V EH ZRUWK RQH XQLW1 7R PDNH WKLV FODLP
FUHGLEOH WKH JRYHUQPHQW PXVW PRQLWRU EDQNV1 5HDVRQDEO\/ WKH JRYHUQPHQW PD\ KDYH D
GLVDGYDQWDJH LQ FROOHFWLQJ LQIRUPDWLRQ DERXW WKH EDQNV¶ LGLRV\QFUDWLF VKRFNV/ U1 7R UHIOHFW WKLV
GLVDGYDQWDJH/ ZH DVVXPH WKHUH LV D FRVW & IRU WKH JRYHUQPHQW WR OHDUQ WKH EDQNV¶ LGLRV\QFUDWLF
VKRFNV DQG WR LPSOHPHQW WUDQVIHUV EHWZHHQ EDQNV1 /HW XV VXSSRVH WKDW HDFK EDQN KROGV D UHVHUYH
OHYHO D DQG WKDW WKH PDFURHFRQRPLF VWDWH LV ORZ VR WKDW WKH JRYHUQPHQW QHHGV WR PRQLWRU WKH
EDQNV1 7KHQ WKH JRYHUQPHQW ZRUNV DV WKH EDQNHU RI D %LJ %DQN1 ,W FORVHV D IUDFWLRQ [ RI WKH
EDQNV DQG WD[HV VRPH RI WKH +40[, QRQ0OLTXLGDWHG EDQNV ZKLOH VXEVLGL]LQJ WKH RWKHU QRQ0
OLTXLGDWHG EDQNV1 ,Q GRLQJ VR/ WKH JRYHUQPHQW KDV WR PHHW LWV EXGJHW FRQVWUDLQW=
D .+4.E￿D￿[4.+4.E￿D￿+40[,+S￿ı￿￿[￿0￿ t￿￿ I+4.E￿D￿+40[,+S￿ı￿￿[￿0￿￿&163
7KH OHIW0KDQG VLGH FRQVLVWV RI WKUHH SDUWV= UHVHUYH D/ OLTXLGDWLRQ SURFHHGV +4.E￿D￿[4/ DQG WKH
FDVK IORZ IURP QRQ0OLTXLGDWHG EDQNV +4.E￿D￿+40[,+S￿ı￿￿[￿0￿￿ 7KH ULJKW0KDQG VLGH DOVR FRQVLVWV
RI WKUHH SDUWV= WKH RQH XQLW SURPLVHG SD\PHQW WR GHSRVLWRUV/ D SD\RII WR WKH QRQ0OLTXLGDWHG EDQNV
I+4.E￿D￿+40[,+S￿ı￿￿[￿0￿æ DQG WKH JRYHUQPHQW¶V PRQLWRULQJ FRVW &1 :H PDNH WKH IROORZLQJ
DVVXPSWLRQ RQ LQIRUPDWLRQ FROOHFWLRQ FRVW & WR HQVXUH WKDW WKHUH LV D XQLTXH [ ￿>3/4@ WKDW VROYHV
WKH DERYH HTXDWLRQ ZKHQHYHU VRPH EDQNV KDYH LQFHQWLYHV WR HQJDJH LQ IUDXG1
$VVXPSWLRQ 81 +40I,+4.E,0?&?+ 4 . E , 4 04
$W GDWH 4/ WKH JRYHUQPHQW FKRRVHV [/ WKH IUDFWLRQ RI EDQNV WR OLTXLGDWH/ WR VROYH WKH IROORZLQJ
SUREOHP=
0D[ [ D .+4.E￿D￿[4 .+ 4 . E￿D￿ +40[,+S￿ı￿￿[,0￿ 0&
V1W1 D .+4.E￿D￿[4.+4.E￿D￿+40[,+S￿ı￿￿[￿0￿ t ￿￿ I+4.E￿D￿+40[,+S￿ı￿￿[￿0￿￿&
[ ￿>3/4@1
7KH VROXWLRQ LV JLYHQ E\=
/HPPD 6= 7KHUH LV D XQLTXH @ 4 / 3 > [￿ WKDW VROYHV WKH DERYH SUREOHP1 7KH XQLTXH VROXWLRQ LV=
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3URRI= 6HH $SSHQGL[1
7KH JRYHUQPHQW¶V SUREOHP DW GDWH 3 FDQ QRZ EH ZULWWHQ DV=
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6ROYLQJ WKH JRYHUQPHQW¶V SUREOHP JLYHV WKH IROORZLQJ SURSRVLWLRQ=
3URSRVLWLRQ 7= 7KH JRYHUQPHQW*V REMHFWLYH IXQFWLRQ KDV D XQLTXH PD[LPXP LQ WKH LQWHUYDO
@ / 3 > D 1 0RUHRYHU/ LI & LV VPDOO HQRXJK/ WKH JRYHUQPHQW¶V REMHFWLYH IXQFWLRQ LV VWULFWO\ FRQFDYH
LQ D DQG WKHUH H[LVWV D XQLTXH VROXWLRQ/ @ / 3 > D D ￿ / WKDW VROYHV WKH JRYHUQPHQW¶V RSWLPL]DWLRQ
SUREOHP1
3URRI= 6HH $SSHQGL[1
7KH FHQWUDO EDQN GHSRVLW LQVXUDQFH ZRUNV DV IROORZV1 $W GDWH 4/ WKH VWDWH RI WKH PDFURHFRQRP\ LV
UHDOL]HG DQG WKH FHQWUDO EDQN FDOFXODWHV ZKHWKHU WKHUH DUH DQ\ EDQNV ZLWK DQ LQFHQWLYH WR HQJDJH
LQ IUDXG1 ,I WKH VWDWH RI WKH PDFURHFRQRP\ LV ORZ DQG VRPH EDQNV KDYH LQFHQWLYHV WR HQJDJH LQ
PRUDO KD]DUG/ WKHQ WKH FHQWUDO EDQN PRQLWRULQJ DQG LQVXUDQFH V\VWHP LV WULJJHUHG1 7KH FHQWUDO
EDQN ILUVW PRQLWRUV HYHU\ LQGLYLGXDO EDQN WR OHDUQ WKH UHDOL]DWLRQ RI LGLRV\QFUDWLF VKRFNV1 7KHQ LW
FORVHV VRPH RI WKH EDQNV +EDQNV ZLWK LGLRV\QFUDWLF VKRFNV LQ WKH LQWHUYDO >3/ [0@,/ DQG WD[HV DQG
VXEVLGL]HV WKH UHPDLQLQJ EDQNV1 %DQNV ZLWK S ￿
D ￿ E ￿ ￿
D ￿
Æ
, 4 ,+ I 4 +
4
U JHW VXEVLGL]HG DQG EDQNV
ZLWK S ￿
D ￿ E ￿ ￿
D ￿
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UJ H W W D [ H G 1 7KH ILQDO SD\RII WR OLTXLGDWHG EDQNV LV HTXDO WR ]HUR DQG
WR QRQ0OLTXLGDWHG EDQNV ZLWK LGLRV\QFUDWLF VKRFN U LV HTXDO WR I+4.E￿D￿+S￿U,1 7KH LQIRUPDWLRQ
FROOHFWLRQ FRVW & LV SDLG IURP WKH OLTXLGDWLRQ SURFHHGV DQG WD[HV1
)LQDOO\/ ZH QHHG WR ILQG RXW ZKHWKHU WKH JRYHUQPHQW VKRXOG SURYLGH GHSRVLW LQVXUDQFH WR JHW ULG
RI SDQLFV1 7KLV FDQ EH GRQH E\ FRPSDULQJ WKH VRFLDO ZHOIDUH XQGHU WKH UHTXLUHG UHVHUYH V\VWHP
ZLWK WKH VRFLDO ZHOIDUH XQGHU WKH GHSRVLW LQVXUDQFH V\VWHP165
3URSRVLWLRQ 8= 7KH VPDOOHU WKH LQIRUPDWLRQ FROOHFWLRQ FRVW & DQG WKH WUDYHOLQJ FRVW N DUH/ WKH
PRUH OLNHO\ WKDW JRYHUQPHQW GHSRVLW LQVXUDQFH LV SUHIHUUHG1
3URRI= 6HH $SSHQGL[1
91 &RQFOXVLRQ
%DQNLQJ SDQLFV DUH QRW DQ LQKHUHQW IHDWXUH RI EDQNV1 5DWKHU/ SDQLFV RFFXU LQ FHUWDLQ NLQGV RI
EDQNLQJ V\VWHPV1 %DQNLQJ SDQLFV FDQ FDXVH LQFHQWLYH FRPSDWLEOH SULYDWH EDQN FRDOLWLRQV WR DULVH
WR LVVXH SULYDWH FRDOLWLRQ PRQH\/ D VRUW RI GHSRVLW LQVXUDQFH DQG OHQGHU0RI0ODVW0UHVRUW1 7KHVH
SRLQWV ZHUH PDGH E\ *RUWRQ DQG +XDQJ +5334,1 :H H[WHQG WKHLU PRGHO WR VKRZ KRZ JRYHUQPHQW
LQWHUYHQWLRQ LQWR WKH EDQNLQJ V\VWHP PD\ EH MXVWLILHG ZKHQ WKH LQGXVWULDO RUJDQL]DWLRQ RI WKH
EDQNLQJ V\VWHP LV VXFK WKDW WKHUH DUH PDQ\ VPDOO/ LQGHSHQGHQW/ XQLW EDQNV1 %DQN OLDELOLWLHV/ EDQN
QRWHV DQG EDQN GHSRVLWV/ IXQFWLRQ DV D WUDQVDFWLRQ PHGLXP1 %XW/ Z K H QW K H U HL VDS D Q L F /WKLV
WUDQVDFWLRQV V\VWHP LV GLVUXSWHG/ FDXVLQJ D ORVV RI ZHOIDUH1 %DQNV GR QRW WDNH WKLV FRVW LQWR
DFFRXQW ZKHQ WKH\ RUJDQL]H WKHLU FRDOLWLRQ1 7KH JRYHUQPHQW/ KRZHYHU/ FDQ WDNH WKLV FRVW LQWR
DFFRXQW1 ,I WKH JRYHUQPHQW FDQ PRQLWRU EDQNV DW D VXIILFLHQWO\ ORZ FRVW/ WKHQ D V\VWHP RI GHSRVLW
LQVXUDQFH FDQ LPSURYH ZHOIDUH1 7KLV LV WKH RULJLQ RI WKH OHQGHU0RI0ODVW0UHVRUW UROH RI WKH
JRYHUQPHQW166
$SSHQGL[
3URRI RI 3URSRVLWLRQ 5= 7KH FHQWUDO EDQN¶V RSWLPL]DWLRQ SUREOHP LV=
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@ / 3 > D D ￿ 1
5HZULWH WKH REMHFWLYH IXQFWLRQ DV *+D,.++D,/ ZKHUH=
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)URP WKH SURRI RI WKH SULYDWH FRDOLWLRQ¶V SUREOHP +VHH *RUWRQ DQG +XDQJ +5334,,/ ZH NQRZ WKDW
































































7KHUHIRUH WKH REMHFWLYH IXQFWLRQ *+D,.++D, LV QRW QHFHVVDULO\ FRQFDYH1 +RZHYHU/ VLQFH
*+D,.++D, LV FRQWLQXRXV LQ @ / 3 > D / DQG LW KDV D ILQLWH YDOXH ZKHQ D 3 DQG D D   / WKHUH LV D
ILQLWH PD[LPXP LQ WKH LQWHUYDO @ / 3 > D 1 *¶¶+D,.+¶¶+D,?3 ZKHQ N LV VXIILFLHQWO\ ODUJH HQRXJK1
7KHUHIRUH WKHUH FDQ EH D XQLTXH LQWHULRU RSWLPDO UHVHUYH OHYHO/ @ / 3 > D D ￿ / WKDW VROYHV WKH
FRDOLWLRQ*V RSWLPL]DWLRQ SUREOHP12 2
3URRI RI 3URSRVLWLRQ 6= 7KH RSWLPDO UHVHUYH OHYHO IRU WKH SULYDWH FRDOLWLRQ D
& LV IHDVLEOH IRU WKH
FHQWUDO EDQN1 :KHQ D?D
&/ ZH KDYH *+D,?*+D
&, EHFDXVH *+D, UHDFKHV LWV PD[LPXP DW D
&/ DQG
ZH DOVR KDYH ++D,?++D
&, EHFDXVH ++D, LV LQFUHDVLQJ LQ D1 7KHUHIRUH/ WKH RSWLPDO UHVHUYH OHYHO
XQGHU FHQWUDO EDQN LQWHUYHQWLRQ LV DOZD\V KLJKHU WKDQ WKH RQH XQGHU WKH SULYDWH FRDOLWLRQ DQG WKH
FHQWUDO EDQN LQWHUYHQWLRQ ZLWK WKH UHTXLUHG UHVHUYH OHYHO GRPLQDWHV WKH SULYDWH FRDOLWLRQ12 2
3URRI RI /HPPD 6= /HW )+[,  D .+4.E￿D￿ [4 .+ 4 . E￿D￿ı￿￿I￿+40[,+S￿ı￿￿[￿0￿ 040& 1
)+[, LV D FRQWLQXRXV TXDGUDWLF IXQFWLRQ RI [1 %\ DVVXPSWLRQ 8 ZH KDYH )+3,?3 DQG )+4,!31
7KHUHIRUH/ WKHUH H[LVWV VROXWLRQV LQ WKH LQWHUYDO >3/ 4@ IRU WKH HTXDWLRQ )+[, 31 7KH VROXWLRQ LV WKH
VPDOOHU URRW RI WKH TXDGUDWLF HTXDWLRQ/ ZKLFK LV=
55 7+ 4 , + 4 ,























LV LQFUHDVLQJ LQ &/ [L VL Q F U H D V L Q JL Q& 12 268
3URRI RI 3URSRVLWLRQ 7= 7KH &HQWUDO %DQN¶V SUREOHP DW GDWH 3 LV=
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7KHUHIRUH 9+D, LV D VWULFWO\ FRQFDYH IXQFWLRQ RI D￿
2Q WKH RWKHU KDQG/0 &$+S
U0S/, LV FRQYH[ LQ D EHFDXVH S
U LV FRQFDYH LQ D1 7KHUHIRUH/ WKH
REMHFWLYH IXQFWLRQ LV FRQFDYH LQ D LI DQG RQO\ LI & LV VPDOO HQRXJK1 %HFDXVH WKH REMHFWLYH
IXQFWLRQ LV FRQWLQXRXV DQG ERXQGHG IRU @ / 3 > D D ￿ / WKHUH DOZD\V H[LVWV D XQLTXH VROXWLRQ12 2
3URRI RI 3URSRVLWLRQ 8= 6RFLDO ZHOIDUH XQGHU WKH GHSRVLW LQVXUDQFH V\VWHP LV GHFUHDVLQJ LQ WKH
LQIRUPDWLRQ FRVW &1 6RFLDO ZHOIDUH XQGHU WKH UHTXLUHG UHVHUYH V\VWHP LV LQGHSHQGHQW RI WKH
LQIRUPDWLRQ FRVW &1 7KHUHIRUH WKH VPDOOHU & LV/ WKH PRUH OLNHO\ WKDW GHSRVLW LQVXUDQFH GRPLQDWHV
UHTXLUHG UHVHUYH1 2Q WKH RWKHU KDQG/ LI ZH IL[ & DQG OHW WKH WUDYHOLQJ FRVW/ Næ FKDQJH/ VLQFH WKHQ
WKH RSWLPDO UHVHUYH OHYHO LQ WKH GHSRVLW LQVXUDQFH V\VWHP GRHV QRW GHSHQG RQ Næ WKH GLIIHUHQFH LQ
RSWLPDO VRFLDO ZHOIDUH XQGHU WKH WZR V\VWHPV LV GHFUHDVLQJ LQ N1 7KH VPDOOHU N LV/ W K HP R U HO L N H O \
WKDW GHSRVLW LQVXUDQFH GRPLQDWHV UHTXLUHG UHVHUYH12 26:
5HIHUHQFHV
$QGUHZ/ $1 3LDWW +4<3:,/ ‡7KH ,QIOXHQFH RI &URSV 8SRQ %XVLQHVV LQ $PHULFD/· 4XDUWHUO\ -RXUQDO
RI (FRQRPLFV 53/ 65606861
$QGUHZ/ $1 3LDWW +4<3;D,/ ‡+RDUGLQJ LQ WKH 3DQLF RI 4<3:/· 4XDUWHUO\ -RXUQDO RI (FRQRPLFV
+)HEUXDU\,/ 5<305<<1
$QGUHZ/ $1 3LDWW +4<3;E,/ ‡6XEVWLWXWHV IRU &DVK LQ WKH 3DQLF RI 4<3:/· 4XDUWHUO\ -RXUQDO RI
(FRQRPLFV +$XJXVW,/ 7;:08531
%HFN/ 7KRUVWHQ +QR GDWH,/ ‡’HSRVLW ,QVXUDQFH DV D 3ULYDWH &OXE= ,V *HUPDQ\ D 0RGHO"/·: R U O G
%DQN PLPHR1
%RUGR/ 0LFKDHO +4<;8,/ ‡7KH ,PSDFW DQG ,QWHUQDWLRQDO 7UDQVPLVVLRQ RI )LQDQFLDO &ULVHV= 6RPH
+LVWRULFDO (YLGHQFH/ 4;:304<66/· 5HYLVWD GL 6WRULD (FRQRPLFD 5/ 740:;1
%RUGR/ 0LFKDHO +4<;9,/ ‡)LQDQFLDO &ULVHV/ %DQNLQJ &ULVHV/ 6WRFN 0DUNHW &UDVKHV DQG WKH 0RQH\
6XSSO\= 6RPH ,QWHUQDWLRQDO (YLGHQFH/ 4;:304<66/· LQ )LQDQFLDO &ULVHV DQG WKH :RUOG
%DQNLQJ 6\VWHP +7KH 0DFPLOODQ 3UHVV= /RQGRQ,/ HGLWHG E\ )RUUHVW &DSLH DQG *HRIIUH\
:RRG/ 4<3057;1
%RUGR/ 0LFKDHO DQG $QJHOD 5HGLVK +4<;:,/ ‡:K\ ’LG WKH %DQN RI &DQDGD (PHUJH LQ 4<68"/·
-RXUQDO RI (FRQRPLF +LVWRU\ 7:/ 738074:1
%RUGR/ 0LFKDHO/ +XJK 5RFNRII/ DQG $QJHOD 5HGLVK +4<<8,/ ‡$ &RPSDULVRQ RI WKH 6WDELOLW\ DQG
(IILFLHQF\ RI WKH &DQDGLDQ DQG $PHULFDQ %DQNLQJ 6\VWHPV/ 4;:304<58/·1 % ( 5
+LVWRULFDO :RUNLQJ 3DSHU &9:1
%RUGR/ 0LFKDHO/ +XJK 5RFNRII/ DQG $QJHOD 5HGLVK +4<<7,/ ‡7KH 8161 %DQNLQJ 6\VWHP IURP D
1RUWKHUQ ([SRVXUH= 6WDELOLW\ YHUVXV (IILFLHQF\/· -RXUQDO RI (FRQRPLF +LVWRU\ 87/ 6580
6741
%UHFNHQULGJH/ 5RHOLII 0RUWRQ +4<43,/ 7KH +LVWRU\ RI %DQNLQJ LQ &DQDGD +1DWLRQDO 0RQHWDU\
&RPPLVVLRQ/9 4
VW &RQJUHVV/5
QG 6HVVLRQ/ ’RFXPHQW 1R1 665/ :DVKLQJWRQ ’1&1=
*RYHUQPHQW 3ULQWLQJ 2IILFH,1
%UHPHU/ &1’1 +4<68,/ $PHULFDQ %DQN )DLOXUHV +1HZ <RUN= &ROXPELD 8QLYHUVLW\ 3UHVV,1
&DORPLULV/ &KDUOHV +4<;<,/ ‡’HSRVLW ,QVXUDQFH= /HVVRQV IURP WKH 5HFRUG/· )HGHUDO 5HVHUYH %DQN
RI &KLFDJR (FRQRPLF 3HUVSHFWLYHV +0D\2-XQH,/ 430631
&DORPLULV/ &KDUOHV +4<<3,/ ‡,V ’HSRVLW ,QVXUDQFH 1HFHVVDU\" $ +LVWRULFDO 3HUVSHFWLYH/·- R X U Q D O
RI (FRQRPLF +LVWRU\ 83/ 5;60<816;
&DORPLULV/ &KDUOHV +4<<6,/ ‡5HJXODWLRQ/ ,QGXVWULDO 6WUXFWXUH/ DQG ,QVWDELOLW\ LQ 8161 %DQNLQJ= $Q
+LVWRULFDO 3HUVSHFWLYH/· LQ 6WUXFWXUDO &KDQJH LQ %DQNLQJ +%XVLQHVV 2QH ,UZLQ=
+RPHZRRG/ ,OOLQRLV,/ HGLWHG E\ 0LFKDHO .ODXVQHU DQG /DZUHQFH :KLWH/ 4<04491
&DORPLULV/ &KDUOHV DQG *DU\ *RUWRQ +4<<4,/ ‡7KH 2ULJLQV RI %DQNLQJ 3DQLFV= 0RGHOV/ )DFWV/ DQG
%DQN 5HJXODWLRQ/· LQ *OHQQ +XEEDUG/ HGLWRU/ )LQDQFLDO 0DUNHWV DQG )LQDQFLDO &ULVHV
+8QLYHUVLW\ RI &KLFDJR 3UHVV> &KLFDJR,/ SS1 43<04:61
&DORPLULV/ &KDUOHV DQG &KDUOHV .DKQ +4<<9,/ ‡7KH (IILFLHQF\ RI 6HOI05HJXODWHG 3D\PHQWV
6\VWHPV= /HDUQLQJ IURP WKH 6XIIRON 6\VWHP/· -RXUQDO RI 0RQH\/ &UHGLW/ DQG %DQNLQJ 5;/
:990:<:1
&DORPLULV/ &KDUOHV DQG /DUU\ 6FKZHLNDUW +4<<4,/ ‡7KH 3DQLF RI 4;8:= 2ULJLQV/ 7UDQVPLVVLRQ/ DQG
&RQWDLQPHQW/· -RXUQDO RI (FRQRPLF +LVWRU\ 84/ S1 ;3:0671
&DQQRQ/ -DPHV *1 +4<43,/ &OHDULQJ +RXVHV/ 8161 1DWLRQDO 0RQHWDU\ &RPPLVVLRQ/9 4
VW &RQJUHVV/
5G 6HVVLRQ/ ’RF1 1R1 7<4 +:DVKLQJWRQ ’1&1> *RYHUQPHQW 3ULQWLQJ 2IILFH,1
&DSLH/ )RUUHVW +4<<:,/ ‡7KH (YROXWLRQ RI &HQWUDO %DQNLQJ/· FKDSWHU LQ 5HIRUPLQJ WKH )LQDQFLDO
6\VWHP= 6RPH /HVVRQV )URP +LVWRU\ +&DPEULGJH/ (QJODQG= &DPEULGJH 8QLYHUVLW\
3UHVV,1
&KDSPDQ/ -RKQ 0/ DQG 5D\ %1 :HVWHUILHOG +4<75,/ %UDQFK %DQNLQJ= ,WV +LVWRULFDO DQG
7KHRUHWLFDO 3RVLWLRQ LQ $PHULFD DQG $EURDG +1HZ <RUN= +DUSHU DQG %URWKHUV,1
&RPSWUROOHU RI WKH &XUUHQF\ +4<53,/ $QQXDO 5HSRUW +:DVKLQJWRQ ’1&1= *RYHUQPHQW 3ULQWLQJ
2IILFH,1
&XUWLV/ &1$1 +4<64,/ ‡%DQNLQJ 6WDWLVWLFV LQ &DQDGD/· 6WDWLVWLFDO &RQWULEXWLRQV WR &DQDGLDQ
(FRQRPLF +LVWRU\ 9RO14+ 7RURQWR= 0DFPLOODQ,1
’HPLUJ￿o0.XQW/ $VOL DQG 7ROJD 6REDFL +5333,/ ‡’HSRVLW ,QVXUDQFH $URXQG WKH :RUOG= $’ D W D
%DVH/· :RUOG %DQN PLPHR1
’RQDOGVRQ/ 51 *OHQ +4<<6,/ ‡)LQDQFLQJ %DQNLQJ &ULVHV= /HVVRQV IRUP WKH 3DQLF RI 4<3:/·
-RXUQDO RI 0RQHWDU\ (FRQRPLFV 64/ 9<0<81
’LDPRQG/ ’RXJODV DQG 3KLOLS ’\EYLJ +4<;6,/ ‡%DQN 5XQV/ ’HSRVLW ,QVXUDQFH/ DQG /LTXLGLW\/·
-RXUQDO RI 3ROLWLFDO (FRQRP\ <4/ 734074<1
*DUFLD/ *LOLDQ +4<<<,/ ‡’HSRVLW ,QVXUDQFH= $ 6XUYH\ RI %HVW 3UDFWLFHV/· ,QWHUQDWLRQDO 0RQHWDU\
)XQG :RUNLQJ 3DSHU <<2871
*RRGKDUW/ &KDUOHV +4<;8,/ 7KH (YROXWLRQ RI &HQWUDO %DQNV= $ 1DWXUDO ’HYHORSPHQW" +/RQGRQ,1
*RUWRQ/ *DU\ +4<;7,/ ‡3ULYDWH &OHDULQJKRXVHV DQG WKH 2ULJLQV RI &HQWUDO %DQNLQJ/· )HGHUDO
5HVHUYH %DQN RI 3KLODGHOSKLD %XVLQHVV 5HYLHZ +-DQXDU\0)HEUXDU\,/ 60451
*RUWRQ/ *DU\ +4<;8,/ ‡&OHDULQJKRXVHV DQG WKH 2ULJLQV RI &HQWUDO %DQNLQJ LQ WKH 8161/·- R X U Q D OR I
(FRQRPLF +LVWRU\ 78/ 5::05;616<
*RUWRQ/ *DU\ +4<<9,/ ‡5HSXWDWLRQ )RUPDWLRQ LQ (DUO\ %DQN 1RWH 0DUNHWV/· -RXUQDO RI 3ROLWLFDO
(FRQRP\ 437/ 67906<:1
*RUWRQ/ *DU\ DQG ’RQDOG 0XOOLQHDX[ +4<;:,/ ‡7KH -RLQW 3URGXFWLRQ RI &RQILGHQFH= (QGRJHQRXV
5HJXODWLRQ DQG WKH 4<
WK &HQWXU\ &RPPHUFLDO %DQN &OHDULQJKRXVH/· -RXUQDO RI 0RQH\/
&UHGLW/ DQG %DQNLQJ 4</ 78:079;1
*RUWRQ/ *DU\ DQG *HRUJH 3HQQDFFKL +4<<3,/ ‡)LQDQFLDO ,QWHUPHGLDULHV DQG /LTXLGLW\ &UHDWLRQ/·
-RXUQDO RI )LQDQFH 78/ 7<0:51
*RUWRQ/ *DU\ DQG $QGUHZ :LQWRQ +5334,/ ‡)LQDQFLDO ,QWHUPHGLDWLRQ/· &KDSWHU LQ 1RUWK0+ROODQG
+DQGERRN RI WKH (FRQRPLFV RI )LQDQFH/ HGLWHG E\ *HRUJH &RQVWDQWLQLGHV/ 0LOWRQ +DUULV/
DQG 5HQp 6WXO] +IRUWKFRPLQJ,1
+DXEULFK/ -RVHSK +4<<3,/ ‡1RQPRQHWDU\ (IIHFWV RI )LQDQFLDO &ULVHV= /HVVRQV IURP WKH *UHDW
’HSUHVVLRQ LQ &DQDGD/· -RXUQDO RI 0RQHWDU\ (FRQRPLFV 58/ 55605851
-D\DQWL/ 6191/ $QQ 0DULH :K\WH/ DQG $1 4XDQJ ’R +4<<6,/ ‡%DQN )DLOXUHV DQG &RQWDJLRQ
(IIHFWV= (YLGHQFH IURP %ULWDLQ/ &DQDGD DQG *HUPDQ\/· &OHYHODQG 6WDWH 8QLYHUVLW\/
XQSXEOLVKHG ZRUNLQJ SDSHU1
.HPPHUHU/ (101 +4<44,/ 6HDVRQDO 9DULDWLRQV LQ WKH 5HODWLYH ’HPDQG IRU 0RQH\ DQG &DSLWDO LQ
WKH 8QLWHG 6WDWHV/ 8161 1DWLRQDO 0RQHWDU\ &RPPLVVLRQ/9 4
VW &RQJUHVV/5 G 6HVVLRQ/ ’RF1
1R1 8;; +:DVKLQJWRQ ’1&1> *RYHUQPHQW 3ULQWLQJ 2IILFH,1
/LYLQJVWRQ/ -DPHV +4<;9,/ 2ULJLQV RI WKH )HGHUDO 5HVHUYH 6\VWHP= 0RQH\/ &ODVV/ DQG &RUSRUDWH
&DSLWDOLVP/ 4;<304<46 +,WKDFD= &RUQHOO 8QLYHUVLW\ 3UHVV,1
/RYHOO/ 0LFKDHO +4<8:,/ ‡7KH 5ROH RI WKH %DQN RI (QJODQG DV /HQGHU RI /DVW 5HVRUW LQ WKH &ULVHV
RI WKH (LJKWHHQWK &HQWXU\/· ([SORUDWLRQV LQ (QWUHSUHQHXULDO +LVWRU\ 43/ ;0541
/XFDV/ 5REHUW (1 +4<;3,/ ‡(TXLOLEULXP LQ D 3XUH &XUUHQF\ (FRQRP\/· LQ 0RGHOV RI 0RQHWDU\
(FRQRPLFV/ HGLWHG E\ -RKQ +1 .DUHNHQ DQG 1HLO :DOODFH +)HGHUDO 5HVHUYH %DQN RI
0LQQHDSROLV= 0LQQHDSROLV/ 01,1
0F*UDQH/ 5HJLQDOG +4<57,/ 7KH 3DQLF RI 4;6:= 6RPH )LQDQFLDO 3UREOHPV RI WKH -DFNVRQLDQ (UD
+&KLFDJR= 8QLYHUVLW\ RI &KLFDJR 3UHVV,1
0LURQ/ -HIIUH\ +4<;9,/ ‡)LQDQFLDO 3DQLFV/ WKH 6HDVRQDOLW\ RI WKH 1RPLQDO ,QWHUHVW 5DWH DQG WKH
)RXQGLQJ RI WKH )HG/· $PHULFDQ (FRQRPLF 5HYLHZ :9/ 45804731
0RHQ/ -RQ DQG (OOLV 7DOOPDQ +4<<5,/ ‡7KH %DQN 3DQLF RI 4<3:= 7 K H5 R O HR I7 U X V W& R P S D Q L H V / ·
-RXUQDO RI (FRQRPLF +LVWRU\ 85/ 94409631
0RHQ/ -RQ DQG (OOLV 7DOOPDQ +5333,/ ‡&OHDULQJKRXVH 0HPEHUVKLS DQG ’HSRVLW &RQWUDFWLRQ
GXULQJ WKH 3DQLF RI 4<3:/· -RXUQDO RI (FRQRPLF +LVWRU\ 93/ 47804961
1R\HV/ $OH[DQGHU ’1 +4<3<,/ ‡$ <HDU $IWHU WKH 3DQLF RI 4<3:/· 4XDUWHUO\ -RXUQDO RI (FRQRPLFV
56/ S1 4;80545173
5ROQLFN/ $UWKXU/ %UXFH 6PLWK/ D Q G: D U U H Q: H E H U+4<<;D,/ ‡/HVVRQV IURP D /DLVVH]0)DLUH
3D\PHQWV 6\VWHP= 7KH 6XIIRON %DQNLQJ 6\VWHP +4;5808;,/· )HGHUDO 5HVHUYH %DQN RI 6W1
/RXLV 5HYLHZ ;3/ 43804491
5ROQLFN/ $UWKXU/ %UXFH 6PLWK/ D Q G: D U U H Q: H E H U+4<<;E,/ ‡7KH 6XIIRON %DQN DQG WKH 3DQLF RI
4;6:= +RZ D 3ULYDWH %DQN $FWHG DV D /HQGHU0RI0/DVW05HVRUW/· )HGHUDO 5HVHUYH %DQN RI
0LQQHDSROLV/ :RUNLQJ 3DSHU 1R1 8<51
6PLWK/ 9HUD +4<69,/ 7KH 5DWLRQDOH IRU &HQWUDO %DQNLQJ +/RQGRQ,1
6SUDJXH/ 2101:1 +4<43,/ +LVWRU\ RI &ULVHV 8QGHU WKH 1DWLRQDO %DQNLQJ 6\VWHP +*RYHUQPHQW
3ULQWLQJ 2IILFH= :DVKLQJWRQ ’1&1,1
7LPEHUODNH/ 5LFKDUG +4<;7,/ ‡7KH &HQWUDO %DQNLQJ 5ROH RI &OHDULQJKRXVH $VVRFLDWLRQV/·- R X U Q D O
RI 0RQH\/ &UHGLW/ DQG %DQNLQJ 49/ 40481
7LPEHUODNH/ 5LFKDUG +4<;:,/ 7KH 2ULJLQV RI &HQWUDO %DQNLQJ LQ WKH 8QLWHG 6WDWHV +&DPEULGJH=
+DUYDUG 8QLYHUVLW\ 3UHVV,1
9UHHODQG/ (GZDUG/ -RKQ :HHNV/ DQG 5REHUW %RQ\QJH +4<43,/ ,QWHUYLHZV RQ WKH %DQNLQJ DQG
&XUUHQF\ 6\VWHPV RI &DQDGD +1DWLRQDO 0RQHWDU\ &RPPLVVLRQ/9 4
VW &RQJUHVV/5
QG
6HVVLRQ/ 6HQDWH ’RFXPHQW 8;7/ :DVKLQJWRQ ’1&1= *RYHUQPHQW 3ULQWLQJ 2IILFH,1
:DOODFH/ 1HLO +4<;;,/ ‡$QRWKHU $WWHPSW WR ([SODLQ DQ ,OOLTXLG %DQNLQJ 6\VWHP= 7KH ’LDPRQG
DQG ’\EYLJ 0RGHO :LWK 6HTXHQWLDO 6HUYLFH 7DNHQ 6HULRXVO\/· )HGHUDO 5HVHUYH %DQN RI
0LQQHDSROLV 4XDUWHUO\ 5HYLHZ/ 60481
:DWWV/ *HRUJH +4<:5,/ ‡7KH 2ULJLQV DQG %DFNJURXQG RI &HQWUDO %DQNLQJ LQ &DQDGD/·% D Q NR I
&DQDGD 5HYLHZ +0D\,1
:KLWH/ (XJHQH 11 +4<;6,/ 7KH 5HJXODWLRQ DQG 5HIRUP RI WKH $PHULFDQ %DQNLQJ 6\VWHP/ 4<330
4<5< ++3ULQFHWRQ= 3ULQFHWRQ 8QLYHUVLW\ 3UHVV,1
:KLWH/ (XJHQH 11 +4<;7,/ ‡$ 5HLQWHUSUHWDWLRQ RI WKH %DQNLQJ &ULVLV RI 4<63/· -RXUQDO RI
(FRQRPLF +LVWRU\ 77/ 44<046;1
:KLWQH\/ ’1 51 +4;:;,/ 7KH 6XIIRON %DQN +&DPEULGJH/ 0DVVDFKXVHWWV= 5LYHUVLGH 3UHVV,1
:LFNHU/ (OPXV +4<;3,/ ‡$ 5HFRQVLGHUDWLRQ RI WKH &DXVHV RI WKH %DQNLQJ 3DQLF RI 4<63/·- R X U Q D O
RI (FRQRPLF +LVWRU\ 73/ 8:408;61
:LFNHU/ (OPXV +4<<9,/ 7KH %DQNLQJ 3DQLFV RI WKH *UHDW ’HSUHVVLRQ +&DPEULGJH 8QLYHUVLW\
3UHVV,1
:LFNHU/ (OPXV +5333,/ %DQNLQJ 3DQLFV RI WKH *LOGHG $JH +&DPEULGJH 8QLYHUVLW\ 3UHVV,1
:LOOLDPVRQ/ 6WHSKHQ +4<;<,/ ‡%DQN )DLOXUHV/ )LQDQFLDO 5HVWULFWLRQV/ DQG $JJUHJDWH )OXFWXDWLRQV=
&DQDGD DQG WKH 8QLWHG 6WDWHV/ 4;:304<46/· )HGHUDO 5HVHUYH %DQN RI 0LQQHDSROLV
4XDUWHUO\ 5HYLHZ +6XPPHU,/ 53073174
- 7KDQNV WR (VO\Q -HDQ0%DSWLVWH/ 0LFKDHO %RUGR/ -RKQ %R\G/ (G *UHHQ/ DQG SDUWLFLSDQWV
DW WKH )HGHUDO 5HVHUYH %DQN RI &OHYHODQG &RQIHUHQFH RQ WKH 2ULJLQV RI &HQWUDO %DQNLQJ
IRU FRPPHQWV DQG VXJJHVWLRQV1
4 6XSSRVH WKH EDQNHU KDV UHVHUYHV RI D DQG WKH UHDOL]HG LGLRV\QFUDWLF VKRFN LV U 31 7KH
UHDOL]HG VWDWH RI WKH PDFURHFRQRP\ LV S1 ,I WKH EDQNHU GRHV QRW HQJDJH LQ IUDXG/ KH HDUQV
S+4.E0D,.D041 ,I KH HQJDJHV LQ IUDXG KH HDUQV SI+4.E0D,/ VLQFH KH FDQQRW VWHDO DQ\WKLQJ
IURP WKH UHVHUYHV1 ,I SI+4.E0D,!S+4.E0D,.D04/ RU




4 / WKH EDQNHU
HQJDJHV LQ IUDXG1 2 W K H U Z L V HK HK D VQ RL Q F H Q W L Y HW RH Q J D J HL QI U D X G 1
5$W GDWH 4/ HDFK PHPEHU EDQN RI WKH FRDOLWLRQ KROGV UHVHUYHV RI D ZKHQ WKH VWDWH RI WKH
HFRQRP\ S LV UHDOL]HG1 ,I




4 / WKHQ HYHQ WKH EDQN ZLWK WKH ORZHVW
LGLRV\QFUDWLF VKRFN +L1H1/ U 3, K D VQ RL Q F H Q W L Y HW RH Q J D J HL QI U D X G 1 +HQFH WKHUH LV QR QHHG
IRU GHSRVLWRUV WR UXQ WKH EDQNV1 ,I




4 / WKHQ VRPH EDQNV KDYH DQ LQFHQWLYH
WR HQJDJH LQ IUDXG1
6 ,Q RUGHU WR SUHYHQW D EDQNHU ZLWK LGLRV\QFUDWLF VKRFN U IURP HQJDJLQJ LQ IUDXG/ WKH
FRDOLWLRQ KDV WR SURPLVH KLP D SD\RII RI DW OHDVW I+4.E0D,+S.U,1 7KHUHIRUH/ LQ RUGHU WR
FRQYLQFH GHSRVLWRUV WKDW WKHLU GHSRVLWV DUH VDIH LI WKH\ DFFHSW FOHDULQJKRXVH ORDQ
FHUWLILFDWHV/ WKH FRDOLWLRQ KDV WR VDWLVI\ WKH IROORZLQJ FRQGLWLRQ=
‡ ￿ ￿ S D ￿ E ￿ ￿ D
0 5
0 5 [
, U a + G) , 4 , U ,+ 4 + + t ‡ ￿ S D ￿ E ￿
0 5
0 5 [
, U a + G) , U ,+ 4 + I 1 6ROYLQJ IRU [/ ZH FDQ UHZULWH




￿ D E ￿ ￿ı￿ ￿ ı￿
￿ D E ￿ ￿ı￿ ￿ ı￿ S ￿ D ￿
t 1 7KH IUDFWLRQ [ LV EHWZHHQ 3 DQG 4175
7KHUHIRUH/ LPSRVLQJ WKLV FRQGLWLRQ/ LQ RUGHU WR FRQYLQFH GHSRVLWRUV WKDW WKH UHPDLQLQJ
EDQNV KDYH QR LQFHQWLYHV WR HQJDJH LQ IUDXG/ WKH FRDOLWLRQ PXVW OLTXLGDWH D IUDFWLRQ/ [/ RI
WKH PHPEHU EDQNV VXFK WKDW ‘‘ 4
0 I 0
0 I 4
/ 4 PLQ^ / 3 PD[^ , / + - [ [ ￿
￿ D E ￿ ￿ı￿ ￿ ı￿
￿ D E ￿ ￿ı￿ ￿ ı￿ S ￿ D ￿
{ S D t 1